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BUSINESS INCOME AND PROFITS’ 


UCH economic interest has been attached to the statis- 
tics of income and profits since the annual publications 
of ‘he Bureau of Internal Revenue appeared, at about 

the time of our entrance into the world war. In recent years Fri- 
day,” Foster and Catchings,* Hastings,* Crum,° Sloan,° and many 


* [This work was undertaken to test out the question whether there were ac- 
tually anything like the variations in the gross income of business and its net 
profits, as is popularly supposed and as compilations embracing a few hundred 
large corporations would suggest. It seems fairly clear that the familiar compila- 
tions from the returns of these large corporations are quite misrepresentative of 
the vast trade of the country, taken as a whole, and that the earnings and profits 
of the whole country vary in nothing like the degree which these much more mer- 
curial types of trade would indicate. This seems clear from the analysis of the re- 
turns to the Corporation Tax Bureau of the four hundred-odd thousand corpora- 
tions of the country, whose operations, we have calculated, comprise something 
like two-thirds of the total business and trade of the country. As this work has 
been carried out almost entirely by Miss Bagwell, it was fitting that it should be 
described by her. But I should like to express my adherence to the conclusions 
set forth in this paper —Cari SnypEr.] 

* David Friday, Profits, Wages and Prices. New York: Harcourt, Brace & 
Co., 1921. 

* William Trufant Foster and Waddell Catchings, Profits. Boston and New 
York: Houghton Mifflin Co., 1925. 

“Hudson Bridge Hastings, Costs and Profits. Boston and New York: 
Houghton Mifflin Co., 1923. 

* William L. Crum, Corporate Earning Power. Palo Alto, Calif.: Stanford 
University Press, 1929. 

* Lawrence Sloan, Corporation Profits. New York and London: Harper & 
Brothers, 1929. 
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others have made interesting contributions on the subject of 
profits, both descriptive and theoretical in their considerations. 
All of the large corporations that have their stocks listed on the 
New York Stock Exchange are required to report their earnings 
annually, and these annual, and also many quarterly, statements 
of earnings are now published. In number, however, these few 
large corporations that publish their statements form an ex- 
tremely small proportion of all corporations in the United States. 
The total earnings of these large and, for the most part, success- 
ful corporations, now tabulated by various organizations, are not 
similar enough to the totals of the 450,000-odd corporations re- 
porting income to the federal government to be used as a basis of 
estimating total annual profits of all corporations before the offi- 
cial figures finally become available. Thus, in addition to the sta- 
tistical interest in existing relationships and variations between 
income, profits, and business, there is the interest in and need of 
some means of approximating current total business income and 
profits of the entire country. 

Gradually, the reports on income of the Bureau of Internal 
Revenue are becoming more complete and more useful, and al- 
though usually issued too late for current interest, are assuredly 
“better late than never.” As the laws governing corporation re- 
turns have had little change since 1916, while those concerning 
individuals have undergone several alterations, the series for 
corporation income throughout is the more comparable. More- 
over, the income of all corporations is by far the most compre- 
hensive series, the net of which appears to be about two-thirds 
of the total income from all business of every kind. 

Frequent objection has been made that income series, and 
especially net income as reported for taxation purposes, have no 
meaning, because they are far below the actual income and the 
result of all kinds of juggling, or mere bookkeeping deductions. 
It scarcely seems probable, however, that there would be any 
particular point in understating gross income; and it also seems 
logical that the underreporting of net income at any time would 
be due rather to the overstating of expenditures than to the un- 
derstating of receipts. Furthermore, it appeared that some cor- 
rection might be made for these variable deductions, in order 
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that there would result hardly any more underreporting of net 
income in one year than in another. To make the government 
net-income data useful for other than taxation purposes, there- 
fore, we have somewhat followed the methods of L. H. Bean,’ in 
estimating “net profits available for capital and management”; 
i.e., we put back into the officially reported net income salaries 
paid officers and interest paid. This process in itself automatical- 
ly tends to make the profits series more significant. 

Chart I shows on ratio scale* since 1922 our adjusted net 
profits of all corporations and the net profits of 267 large indus- 
trial corporations, compiled by this Department. It may be 
seen in comparing these two series that, in addition to larger 
year-to-year fluctuations, the series of large industrial corpora- 
tions shows a distinctly upward diverging trend from that of all 
corporations. Evidently net profits of these large corporations 
are not a good sample of the whole. However, they do include 
many of the readily available published series from which one 
may easily misjudge total current profits for the entire country. 

Further confidence in the income statistics for all corpora- 
tions, for barometric purposes only, is gained by comparisons 
with other representative and inclusive economic series. Chart 
II shows on ratio scale the growth of gross income of all cor- 
porations and bank debits outside New York City, which repre- 
sent a total of every kind of deposit transaction in the country. 
Both series are in nominal dollar values. It will be seen that the 
general contour of the gross-income curve since 1917 resembles 
rather closely that of outside debits. The growth of corporate 
income has been slightly more rapid possibly than that of the 
other series, owing perhaps to the increasing absorption of the 
nation’s business by corporations. Otherwise the fluctuations 
are markedly similar; this suggested a method of estimating 
total gross income. This close relationship is not surprising 


* Crops and Markets (US. Dept. of Agriculture, July, 1927), p. 254. 

* Throughout this study frequent graphic comparisons between income and 
other series are made on ratio charts, because the latter afford greater simplicity 
and a better basis of judgment for every individual relationship than the more 
technical presentation of coefficients of correlation. 
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when one stops to consider. The income of the 450,000 corpora- 
tions now doing approximately two-thirds of the country’s busi- 
ness must reflect changes in both the volume of all transfers of 


CHART I 


Net Prorits oF ALL CORPORATIONS AND OF 267 LARGE 
INDUSTRIAL CORPORATIONS 


(IN BILLIONS OF DOLLARS) 
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goods and in a composite price level at which these transfers are 
made. Moreover, payments for these transactions are largely 
made by check and are therefore registered in bank debits 
(debits outside New York City, especially, since New York 
City debits probably give undue influence to speculation). 

In view of the close correspondence of gross income to bank 
debits outside New York City and of the underlying explana- 
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tions, it seemed that price changes might be allowed for in gross 
income, just as had been done in the case of debits,°® and these 
results compared with some volumetric index of trade. 

When total gross income of all corporations was deflated by 
our index of the general price level,’ it gave rather consistent 
results. The movements since 1917 were almost identical (never 
in opposite direction) with our new index of trade and produc- 


CHART II 


TotaLt Gross CoRPORATE INCOME AND BANK DEBITS OUTSIDE 
New York City 
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tion.*® Chart III illustrates the correspondence of these series in 
the two lower lines. In the upper part of the same chart are 
shown actual dollar gross corporate income and estimated dollar 
gross corporate income, obtained from multiplying the volume 
of trade and production by our general price level. No other 
adjustment was made, excepting that the index of trade and pro- 
duction was multiplied by a constant throughout. 

* See Carl Snyder, Business Cycles and Business Measurements, chaps. vi and 
vii. New York: The Macmillan Co., 1927. 


* Unpublished index, weighted geometric average on fixed base, 1923-25. 
Computed by this Department. 
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There was never a great difference, even in periods 





of rapid 


price change, between the actual and the estimated gross corpor- 
ate income. In 1921 the actual figure was 5.1 per cent above the 


CHART III 


Gross INcoME oF ALL CORPORATIONS AND THE VOLUME OF 
TRADE AND PRODUCTION 
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estimate; in 1923 the actual figure was 3.5 per cent below the 
estimate. An estimate of this degree of correspondence is not 
only interesting but also, it would seem, of practical use. Al- 
though this is not a method of forecasting income (unless per- 
chance we are bold enough to forecast the volume of trade and 
changes in the price level), it brings us a bit nearer to under- 
standing current conditions. And, if we have a fair approxima- 
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tion of what has happened, at least up to within a few months, 
or even a year previous, instead of two years ago or more, we 
have basis for a more intelligent judgment of what the possi- 
bilities are in the immediate future. 

From a brief study of corporate gross income, we turn to 
that of corporate net income. In the first place, as in the case of 
gross income, we have taken for a basic figure the net income of 
all corporations. This means a doubly net income figure; i.e.» the 
net income of corporations reporting net income minus the defi- 
cit of corporations reporting deficits. Clearly this series for all 
corporations gives a more complete picture of all business than 
that for corporations reporting only net income. 

As was stated at the outset, we have used, instead of the re- 
ported net income alone on which tax is computed, net income 
plus salaries paid officers and interest paid out, both of which 
had been deducted from the official net income. Several reasons 
may be given for this method, one of which is obvious; these two 
series no doubt are subject to flexible deductions as a means of 
escaping heavy taxes. If the net income on the balance sheet of 
a corporation is likely to appear large, disproportionate increases 
may be given to officers’ salaries, possibly in the form of a bonus, 
or the interest paid out may suffer considerable exaggeration. 
Further, the officially reported net income of individuals and 
partnerships from business does not exclude the salaries of the 
owners. Hence the corporation net profits, as we compute them, 
have more comparability with the net income of individuals 
from business and are more representative of “true” corporate 
income as related to the amount of business done than the official 
net-income series. 

Excluding the years before 1920, in the period of high prices 
and high profits, there was evident some secular and cyclical re- 
lationship between bank debits outside of New York City and 
net profits, but of less degree than between bank debits and 
gross income. Although fluctuations in net income or our com- 
puted net profits were wider than those of bank debits, they 
seemed sufficiently synchronous with the latter to warrant fur- 
ther investigation. First, we employed the same method of at- 
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tack as upon gross income; viz., we divided the net-profit series 
through by the general prive level. Net on the deflated series 
we computed a trend” and then calculated the deviations of this 
series from the adopted trend. Finally, the deviations of deflated 
net profits from their trend were compared with the deviations 
of the trade and production index from its trend.’* Just as the 
year-to-year changes in actual dollar net profits differ from those 
of bank debits outside of New York, so do year-to-year changes 
in the relation of the per cent to normal of real dollar net profits 
differ from those of the volume of trade in per cent to normal; 
the profits variation is much the larger. In fact, we found that 
the percentage variation in net profits expressed in terms of their 
normal averaged about twice that of the volume of trade ex- 
pressed in terms of its normal; or that, actually, relative to their 
respective normals, the square root of deflated net profits varied 
almost directly with the volume of trade and production. 

Upon first observation the discovery of a comparatively 
large fluctuation in profits seemed rather strange. A simple 
physical illustration, however, serves to explain the situation. 
We may think of the total dollar amount of business as contained 
in a huge reservoir, connected with a smaller reservoir which 
receives the overflow or net profits from business. A slight in- 
crease or decrease in the contents of the large reservoir will pro- 
duce in the small reservoir a large change relative to the size of 
the latter. And it is this basic fact no doubt which the average 
business man has in mind when his chief interest in and funda- 
mental understanding of business cycles are of dollar profits 
rather than of volume of business. 

To estimate current net profits, the steps in comparing de- 
flated net profits with the volume of trade and production were 
reversed. First, the actual deviations of the volume of trade 
from its normal were raised to the second power. To these am- 
plified fluctuations of the volume of trade were given the growth 


* Logarithmic straight line; log y= 3.875988 -+-.018666x, origin, 1922. 
* Logarithmic straight line; log y = 1.831626 +.0186232, origin, 1916. 
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of deflated net profits, and to these in turn an adjustment for the 
general price level. 

Estimated net profits = (Deviations of volume of trade from normal)? 
Trend of deflated net profits General price level. 


Chart IV indicates some of the relationships just stated. One 


CHART IV 


Net Prorits oF ALL CORPORATIONS AND THE VOLUME OF 
TRADE AND PRODUCTION 
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comparison is between the deflated profits in per cent of normal 
and the volume of trade in per cent of normal; the other is be- 
tween actual net profits and the estimate of net profits arrived 
at by the methods described. 
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The largest difference since 1920 between actual net profits 
and computed net profits was in 1921, after the most severe drop 
in prices in a half-century or more. Here the profits estimated 
from the volume of trade were $735,000,000, or 12% per cent 
larger than the computed actual profits. It was no doubt largely 
the price factor that upset the calculation in 1921, and there 
seems little probability of such violent price changes occurring 
in the near future. At any rate, as in case of gross income, we 
have made fairly reasonable estimates of net profits. 

From the consideration of net profits and gross income sepa- 
rately, it was interesting to compute the percentages of net prof- 
its to gross income. The significance of the rate of profit on gross 
income is clearer when we know how much of the corporate busi- 
ness is done by the fairly large concerns. Corporations officially 
reporting net income of $50,000 and over, about 8 per cent in 
number, have around 85 per cent of the total net corporate in- 
come. Thus the welfare of these fairly large corporations greatly 
influences the wages or salaries of those employed by all corpo- 
rations, and also individual income from personal investments. 

In contrast with the fluctuations of net profits, it is remark- 
able how nearly constant on the whole are the ratios of net prof- 
its to gross income for all corporations. During periods of mod- 
erate stability, the ratio, as we computed it, averaged around 10 
per cent. The widest range was from 16 per cent in 1917, a year 
of large war profits, to about 64 per cent in the depression of 
1921. In the past five or six years the percentage of net profits to 
gross income has not been below 9% or above 10%. Table I 
shows for all corporations, 1917-27, the totals of net profits, 
gross income, and the percentages of net profits to gross income. 

In 1921 the Bureau of Internal Revenue began publishing, 
in addition to income returns, the capital stock returns of all 
corporations filing their assets and liabilities. The number of 
corporations filing statements of their assets and liabilities with 
the federal government is not quite the same as that of those 
filing income. The two series seemed sufficiently comparable, 
however, to warrant utilizing them together for barometric pur- 


poses. 
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The amount of capital invested in all corporations was esti- 
mated simply by adding together the officially reported “fair val- 
ue” of their capital stock and their long-term liabilities, i.e., their 
bonded debt and mortgages. Capital invested in all corporations 
thus estimated came close to their total gross income and varied 
with it. This indicated an average rate of profit earned on the 
amount of capital invested in all corporations each year very 
similar to the rate of profit on their gross income. (Incidentally, 
the equality between gross income and estimated capital invested 











TABLE I 
Net Profits Available § wed P ~ an 
Net Profits Available for ercentage of Net 
Capital and Management Gregp Sesome of All Profits to Gross In- 
of All Corporations Semen come of All 
($1,000,000) _ Corporations 
oe 13,625 84,693 16.1 
1918... 12,531 86,465 14.5 
ee ; 12,617 99,919 12.6 
5980..... 11,145 118,205 9.4 
1931.... 5,858 91,249 6.4 
1923.... seseel 10,249 100,921 10.2 
ee ieee 12,162 118,563 10.3 
1924.... a 11,444 119,229 9.6 
ee 14,038 134, 260 10.5 
ee ee 14,424 142,130 10.1 
RE ree | 12,970* 134,732* 9.6 











* Estimated on basis of actual official figures received up to August 31, 1928. 


suggests that the average rate of turnover of capital invested is 
about once a year.) The lowest ratio of net profits to capital in- 
vested was just under 6 per cent in 1921, the year of severe de- 
pression; the ratio came up immediately to about 10% per cent 
in 1922 and 11% per cent in 1923, and has not gone higher. 
Table II shows for all corporations estimated capital invested, 
net profits, and the percentage of net profits to capital invested, 
1921-25."° 

Undoubtedly, definite correspondence exists between the 
volume of trade and production and capital invested, just as be- 
tween the volume of trade and gross income. This calculation, 
however, was not attempted, owing to the fact that capital in- 
vested has been available for a much shorter period and is less 


* Capital stock returns were nox published in 1926. 
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complete than the income series. In 1923 no capital-stock tax 
returns were published. The arithmetic interpolation which we 
used between 1922 and 1924 may have resulted in a low esti- 
mate for capital invested in 1923. This interpolation gave a 
much smaller percentage increase, 1923 over 1922, for capital 
invested than was shown in gross income. In turn, the estimated 
percentage of net profits to capital invested for 1923 is probably 
too high. But this does not vitiate any of our deductions, viz., 
that the ratio of net profits from year to year do not vary greatly 
for all corporations, since the error here probably gives a maxi- 
mum rather than a minimum result. 











TABLE II 
L (x) (2) (3) 2 
Net Profits Available ("estimated Capital Invested) pPgeentene of Net, 

of All Corporations = — vested in All 

($1,000,000) Corporations 
ec wab annie 5,858 98,590 5.9 
ee 10,249 98,513 10.4 
OR is ockwewcuewarn 12,162 105, 368* 5 
RIE, xa Diae orate atoancdca 11,444 112,223 10.2 
NS é sak ance ma wad 14,038 127,075 II.0 














* Estimate, made from arithmetic interpolation between 1922 and 1924. 


Up to this point we have considered existing economic rela- 
tionships for all corporations, where a great deal of “balancing” 
between various industrial groups must have occurred. The 
variations in one group of corporations offset the variations in 
another group. Business as a whole may keep going at a fairly 
even pace, while a certain industry passes through periods of 
severe depression and extreme prosperity, possibly for reasons 
peculiar to that industry. Therefore, it seemed worth while to 
make at least some slight investigation into the income and prof- 
its of a few of the major industrial groups of corporations. We 
have separated them into three groups: trade, manufacturing, 
and “all other.” 

We have not tried to supplement any of the official income 
series by groups with current estimates, as we did for all cor- 
porations. It would have been necessary to obtain individual 
deflators for each series, to determine three different rates of 
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growth, and for respective comparisons, three distinct volumet- 
ric series. For each of these groups we merely calculated net 
profits and capital invested, and computed the percentages of 
net profits to gross income and to capital invested, in the same 
way as for all corporations. 

The single group of corporations doing the largest gross 
business is manufacturing. In recent years net profits of manu- 
facturing corporations have been about one-third of net profits 
of all corporations, and the gross income has been about one-half 
the gross income of all corporations. Also, about one-third of the 
capital invested in all corporations is invested in manufacturing. 
The group of corporations having the next largest gross income 
is trade, wholesale and retail. Currently their net profits average 
about one-seventh of the total net profits of all corporations, and 
their gross income, from one-third to one-fourth of ail. The 
amount of capital invested in these corporations is only around 
10 per cent of that of all corporations. “All other” corporations, 
including for a considerable proportion the transportation group, 
have larger invested capital than either manufacturing or trade 
corporations, but smaller apparent gross income. However, the 
transportation income reports are too incomplete to have much 
meaning. That is why, rather than analyze them separately, we 
put them into the “all other” class. 

The unequal proportions that these groups of corporations 
showed in their net profits and gross income to the total indicated 
that different ratios of net profits to gross income exist among 
the individual groups. The relation of net profits to gross income 
among manufacturing corporations varied more widely than 
that of the other two groups, from 15% per cent in 1917 to 3% 
per cent in 1921, but since 1921 has ranged only from 8 to a little 
over 9 per cent. During the same period, 1917-21, the percentage 
of net profits to gross income in trading corporations declined 
from 9.1 to 2.9. In “all other” than trade and manufacturing, the 
corresponding decline in ratio was from 24.3 to 14.5. The year- 
to-year change in rate of profit on gross income in all three 
groups of corporations, however, was more or less simultaneous, 
differing only in actual rates and in degree of variations. 
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Rates of net profit earned on capital invested by industrial 
groups are also markedly different. In general, the largest return 
on capital invested is from trade corporations. The relative in- 
vestment is small, as above noted, because large equipment is 
not necessary for these corporations. Their profits, as distrib- 
utors of goods, depend more upon the rate of turnover of goods. 
This explains their relatively low rate of profit on gross income 
and high rate on capital invested. The percentage of net profits 
to capital invested in manufacturing corporations is also large 
compared with their ratio of net profits to gross income, but the 
difference is not so wide as among trade corporations. In “all 
other” corporations, including railroads, the reverse is true; 
their percentage earned on capital invested has been relatively 
small. 

Chart V illustrates on ratio scale the relations between gross 
income, net profits, and capital invested among the three indus- 
trial groups of corporations here considered—manufactures, 
trade, and “all others.” 

To sum up our findings: 

1. Earnings available currently for large corporations are 
not typical of those of all corporations. 

2. Definite relationships between income series and the vol- 
ume of trade and production exist, and when price variations 
are eliminated from the income series, the direct comparisons 
are further evident. (a) Deflated gross corporate income varies 
directly with our volume of trade and production. (4) The cy- 
cles in deflated net profits (our recomputation) vary as the 
second power of the trade and production cycles. 

These facts make it possible to estimate the official income 
figures, before their publication. 

3. Estimated gross income in dollars for any particular year 
equals the volume of trade and production for that year, multi- 
plied by the general price level for the same year, and an ad- 
justing constant. 

4. Estimated net profits for any particular year equal, for 
the corresponding year, the volume of trade and production in 
per cent of normal raised to the second power, multiplied by the 
general price level and by the trend on deflated net profits. 
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CHART V 


CoRPORATION INcoME, PRoFITs, AND CAPITAL BY MAJOR 
INDUSTRIAL GROUPS 
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5. Capital invested in all corporations estimated by totaling 
their fair value of capital stock, and bonds and mortgages, is 
just about equal to their gross income. 

6. Calculated percentages of net profits to gross income, or 
to capital invested in aii corporations do not vary greatly from 
year to year, and average around ro per cent in normal times. 

7. Calculated percentages of net profits to gross income and 
to capital invested by industrial groups reveal wide differences 
(among themselves), but in general the same fundamental cy- 
clical tendencies. 


LucILE BAGWELL 











RECENT WRITINGS ON PROFITS’ 
I 


N ADEQUATE body of thought on profits is of vital in- 
terest to the businessman, as well as to the professional 
economist. Such a body of thought will not furnish set- 

tled conclusions immediately applicable to business problems, 
but it will give the businessman “an apparatus of the mind, a 


* In the late nineties and primarily in the first decade of this century, we had 
a considerable amount of writing on profits. Then for roughly two decades very 
little, except in textbooks, was written on this subject. During the last decade 
there appears to be a revival of interest in the moot questions arising out of profits. 
See especially J. B. Clark, “Insurance and Business Profits,” Quarterly Journal of 
Economics, Vol. VII (1893); S. S. Chapman, “The Remuneration of Employers,” 
Economic Journal, Vol. XVI (1906) ; F. G. Edgeworth, “The Theory of Distribu- 
tion,” Quarterly Journal of Economics, Vol. XVIII (1904); F. G. Hawley, Enter- 
prise and the Productive Process, particularly chap. vi (1907); R. A. Lehfeldt, 
“On Financiers’ Profits,” Economic Journal, Vol. XX (1910), and F. W. Taus- 
sig, “The Employers Place in Distribution,” Quarterly Journal of Economics, Vol. 
X (1896). Then, see especially George E. Barnett, “The Entrepreneur and the 
Supply of Capital,” third essay in John Bates Clark Economic Essays (1927); 
A. A. Berle, Jr., Studies in the Law of Corporation Finance, particularly chap. ii 
(1928); William L. Crum, Corporate Earning Power (1929); Dorothy Miles 
Brown, The Theory of a Normal Rate of Profit (unpublished Doctor’s disserta- 
tion at University of Michigan, 1922); Maurice Dobb, Capitalist Enterprise and 
Social Progress, particularly chaps. i-iv (1926); Foster and Catchings, Profits 
(1925); David Friday, Profits, Wages and Prices, chaps. i-iii (1920); C. J. Fore- 
man, “Legal Profits of Efficiency,” Columbia Law Review, Vol. XIX (March, 
1919); “Contractual Growth of Unearned Profits,” Columbia Law Review, XIX 
(March, 1919); “Legal Theories of Profits,” Columbia Law Review, XVIII 
(June, 1918) ; “Division among Theorists in Their Analysis of Profits,” Quarterly 
Journal of Economics, March, 1919; “Theories and Tests of Monopoly Control,” 
American Economic Review, September, 1919; “Computation of Goodwill Prof- 
its,” American Economic Review, December, 1925; “Economics and Profits of 
Goodwill,” American Economic Review, June, 1923; “Profits of Efficiency,” 
American Economic Review, June, 1918; F. H. Knight, Risk Uncertainty and 
Profit (1921); Prosper Reiter, Profits, Dividends and the Law (1926); Laurence 
H. Sloan, Corporation Profits (1929); J. C. Stamp, “The Effect of Trade Fluc- 
tuations upon Profits,” Journal of the Royal Statistical Society (1918); Charles 
A. Tuttle, “A Functional Theory of Economic Profit,” seventeenth essay in John 
Bates Clark Economic Essays (1927); Ray B. Westerfield (National Industrial 
Conference Board), The Shifting and Effects of the Federal Corporation Income 
Tax, particularly chap. iii (1928). 
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technique of thinking” that will be very helpful in drawing cor- 
rect conclusions, particularly with reference to problems requir- 
ing (a) decisions on how to make the most profitable use of the 
existing and incoming resources of the business firm or firms he 
is controlling; (4) evaluations of the worth of securities which 
he owns or is attempting to buy or sell, and (c) the determina- 
tion of whether or not social regulation affecting his business 
firm or firms with reference to such matters as income and profits 
taxation, prices, wages, international trade, and conservation of 
natural resources is justifiable.’ 

What do the economists offer the businessman in the way of 
an adequate theory of profits? Fortunately, the English-reading 
public have been presented during the last decade by Maurice 
Dobb, C. J. Foreman, and F. H. Knight, with three distinctive 
bodies of thought dealing with profits.* Each of these writings 
is illustrative of the outstanding different approaches that have 
been recently taken in studying this income-share and indicative 
of the tendencies in recent theoretical-economic thinking on this 
subject. 

Obviously, it will be an impossible task in this article to 
cover all of the interesting features of the writings of these stu- 
dents on profits. The answers, at least to the following questions, 
will be compared: Why do profits exist? Who is likely to be the 
recipient of profits? Are profits price-determined or price-deter- 
mining? What are the significant factors that affect the extent 
and variations of profits ?* 

* It is obvious that all of these are very closely related. If a businessman has 


sufficient knowledge to do the first he has sufficient knowledge to do the others. 


* Of the contemporary economists these three students were chosen because 
they came nearest to having a systematic and a more or less compact group of 
generalizations in regard to the income-share-profits. See Maurice Dobb, Capital- 
ist Enterprise and Progress (1926); C. J. Foreman’s articles in American Econom- 
ic Review, Quarterly Journal of Economics, and Columbia Law Review, 1918 to 
1925; and F. H. Knight, Risk, Uncertainty and Profit (1921). 

“It is thought that at least answers to these questions should be found in a 
systematic body of thought called a “profit-theory.” Of these questions the last is 
the most important one from the point of view of both the businessman and of 
the professional economist. 
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II 

The existence of profits has been related either to the pres- 
ence of risk or to the total activities of the entrepreneur. Prac- 
tically all of the economic students who have attempted to ex- 
plain profit as a distinct distributive share have related it in one 
way or another to risk. Almost all of the early English writers 
pointed out and usually emphasized the fact that profit is a pay- 
ment for risk-bearing.® A few of the early French economists, — 
also, stressed the point that the origin of profits was risks.* All 
of the significant early German writers attributed a large por- 
tion of the income covered by their definition of profit to the 
presence of risks.’ 

On the other hand, some of the early economists, particu-' 
larly the French, subordinated the risk element and emphasized | 
the “managerial-services” of the entrepreneur as the significant | 
origin of profits. Of course, in so far as the need for “man- 
agerial services” arises mainly out of the presence of risks, this 
shift in emphasis becomes less significant. Nevertheless, the 
view that tends to make profits a subhead under wages is indica- 
tive of an approach to the problem of determining why profits 
exist decidedly different from the point of view taken by those 
who relate risks directly to profits. 

The opinions of contemporary economists on the origin of 
profits are admirably illustrated by the writings of Dobb, Fore- 
man and Knight.’ According to Knight, the origin of profit is! 
to be found primarily in the existence of “imperfect competi- 
tion” arising out of the presence of unmeasurable risks, i.e., un- 
certainties. He suggests that “the problem of profit is one way. 
of looking at the problem of the contrast between perfect com-| 
petition and actual competition.’*® At bottom, change creates 

*See particularly the writings of Smith, Ricardo, Malthus, M’Culloch, and 
J. S. Mill. 

* See particularly the writings of Courcelle-Sen. 

* See particularly the writings of Thiinen, Mangoldt, and Mitoff. 

*See particularly the writings of J. B. Say. 

® Maurice Dobb, op. cit.; C. J. Foreman, op. cit.; and F. H. Knight, op. cit. 

*” F. H. Knight, op. cit., p. 19. 
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this “imperfect competition.” But, he continues to say, “Change 
as such cannot upset (profitless) competitive adjustment if the 
law of change is known” or “if the chance of its occurrence can 
be measured in any way.” For, 
in a well-organized society, if business men know either (1) what actual 
changes are impending, or (2) the “risk” they run—i.e., what is the prob- 
ability of any particular occurrence—the effect in the long run is the same; 
the only result of such changes will be a certain redistribution of productive 
energy which will take place continuously and without any disturbance of 
perfect competitive conditions. The fact that prediction may involve costs, 
and likewise the organization for grouping risks and eliminating their uncer- 
tainty, does not negate the truth of the proposition, so long as these costs 
are given elements in the competitive situation."* 
So it must be a certain kind of change, a sort of “progressive 
change” which not only is responsible for the presence of risks 
but for the existence of “a unique kind of risk, which is not sus- 
ceptible of measurement.’** These risks are designated uncer- 
tainties. Profits arise, therefore, out of the presence of these un- 
certainties.** 

This explanation of the origin of profits is a refinement and 
a reconcil:.tion of the opinions held by J. B. Clark, F. B. Haw- 
ley, and their respective followers.** These writers, in turn, at- 
tempted to refine the notions originally presented by the early 
economists who emphasized risk as the origin of profits. Knight’s 
opinions are, therefore, illustrative of the tendency of recent 
writers on economics to find the origin of profits primarily in 
the existence of some kind of risks.*® 

Dobb’s work illustrates an entirely different tendency. He 
does not emphasize risks or uncertainties as the origin of profit. 
Instead, like the early writers who emphasized the work of the 


* Ibid., pp. 47-48. ” Ibid., pp. 264-65. 


* Ibid., pp. 285-89. 

* See J. B. Clark, op. cit., and F. B. Hawley, op. cit. 

*See particularly T. N. Carver, Distribution of Wealth (1907); Fred M. 
Taylor, Principles of Economics (1923); C. O. Hardy, Risk and Risk Bearing 
(1921); D. M. Brown, op. cit.; A. C. Pigou, The Economics of Welfare, Appen- 
dix i (1920), and other recent general treatises of economics, such as those written 
by Boucke, Bye, Ruffener, Fairchild, Furniss and Buck, and Henderson. 
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entrepreneur,”* he suggests that profit is paid to those who per- 
form the entrepreneur function and that 

though the Entrepreneur Function is connected with the bearing of uncer- 
tainty, it is connected incidentally rather than essentially; and the impor- 
tance of uncertainty to the problem and the burden it imposes is not so great 
as those who generalize uncritically from an individualist society lead one 
to suppose.*? 

He goes on to point out that this entrepreneur function for the 
performance of which profits are paid has two principal ele- 
ments: “adjustment” and “innovation.”’ Adjustment includes 
(a) the preservation of “the balance between producing groups 
[so] that, in general, the marginal utility of the supply covers 
its marginal cost”; and (6) the regulation of “the distribution 
of economic resources between alternative uses [so] that the 
marginal yield in all uses is approximately equal.” Innovation 
involves primarily the promotion of “such changes in the condi- 
tions of supply and technique as to increase the yield of human 
effort as much as possible.’”"* The second element, according to~ 
Dobb, is perhaps the more important of the two. In suggesting 
this opinion he comes dangerously near finding the origin of 
profits mainly in the presence of uncertainty, for the ability to 
innovate is dependent, according to him, primarily upon “the 
ability to make correct judgments as to the future.””* 

In explaining the origin of profits in this way, it is evident 
that Dobb is a follower of such economists as Marshall and 
Taussig.*® His opinions are illustrative of the tendency on the 
part of contemporary economists to find the origin of profits in 
the services rendered by those performing managing and enter- 
prising activities, without attempting to distinguish between 
these two types of services and to deal with them separately.” 

* See particularly the writings of J. B. Say, Samuel Read, and Rascher. To 
a considerable extent the English classical school took this point of view. 

* Maurice Dobb, of. cit., p. 38. 

* Tbid., p. 39. * Ibid., p. 38. 

” Alfred Marshall, Principles of Economics, chaps. vii and viii and F. W. 
Taussig, Principles of Economics, chaps. xlix-li (1923). 

™ See some of the recent treatises, particularly writings of H. J. Davenport, 
F. A. Fetter, H. R. Seager, and Thorstien Veblen. Francis N. Walker was perhaps 
the first American to emphasize this point of view. 
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Foreman, again, seems to take themiddle course. In addition, 
however, he is probably the first English-writing economist to 
emphasize the significance of law in determining the origin of 
profits.| He finds two primary sources of profits. The portion of 
profits he calls “efficiency profits” arises out of the presence of 
risk and innovation. This income-share is a payment for risk- 
bearing and for services which tend to reduce costs of produc- 
tion. He suggests that there are three types of “risk-profits”: 
“subjective risk-profits,” “internal risk-profits,” and “external 
risk-profits.” The profits paid for “an increase in the construc- 
tive forces of production” are called “utility-profits.” These 
“risk-profits” and “utility-profits” make up the portion called 
“efficiency-profits.”{ The other portion of profits he calls “mar- 
ket-surplus.” This is an “unearned” income-share which arises 
out of the presence of “imperfect competition.”’4 If the “plane 
of competition” was raised, these profits would be eliminated. 
Apparently, Foreman finds the origin of profits not only in risks 
but also in “imperfect competition” arising out of forces other 
than the presence of risks. Of these forces making for this ‘“‘im- 
perfect competition” the law has played a very important réle by 
sanctioning contracts which “have proved a constant menace to 
the freedom of trade and commerce,” and by measuring “dam- 
ages” on the basis of “market-surpluses” arising out of the use 
of these contracts.** Accordingly, the law is in a position to re- 
duce these “unearned gains” by changing the current legal prac- 
tices. 

It is evident that, in so far as Foreman finds the origin of 
profit in “imperfect competition,” he approaches agreement 
with Knight. On the other hand, to the extent that he emphas- 
izes innovation and risk-bearing and, occasionally, routine work 
of co-ordination on the part of the entrepreneur he seems to be 
in accord with Dobb. He, of course, does not agree in all re- 
spects with either. His views rather reconcile and merge the 
other two points of view.** 


* C.J. Foreman, op. cit., particularly Profits of Efficiency. 

* See also A. A. Berle, Jr., op. cit. 

* C. J. Foreman, particularly “Division among Theorists in their Analysis of 
Profits,” op. cit. 
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Economists who are gathering data in the form of figures on 
profits tend to study the origin of profits in terms of such matters 
as patents, trademarks, cyclical fluctuations, changes in sales, 
changes in turnover, and changing payments for wages, manage- 
rial services, machinery, and raw materials. They, of course, 
mention risk and managerial ability as something underlying all 
of these matters. In the main, however, they are interested pri- 
marily in the other factors.** Accountants have taken very little 
interest in the origin of profits. They are involved primarily in 
the problems connected with the determining in dollars and cents 
the “amount” of profits for given periods of time.** Jurists, on 
the other hand, have been exceedingly interested in the origin of 
profits. Their tendency has been to look for some kind of service 
rendered by some person with or without “property-rights” as 
the explanation of why profits exist. This is perhaps the expla- 
nation of why they have had a tendency to be in accord with the 
approach that looks at the income of the “entrepreneur” as a 
whole.” . 

These differences of opinion as to the most adequate apswer} 
to the question: What is the origin of profits? arise primarily 
out of the lack of uniformity in the definition of the term profit.; 
Those who define the word broadly, of course, find very many! 
more sources 0i profit than those who are content with a narrow 
definition. It is also evident that the extent to which “dynamic” 
conditions are emphasized explains away some of the existing 
differences of opinion. Those who emphasize risk and do not 
study the income of the entrepreneur as a whole seem to be cen- 
tering their attention on “deviations” from a static society 
rather than analyzing directly “dynamic conditions.” In recent 
times, the significance of legal institutions and devices as the 
source of profits has been suggested. Accordingly, the attention 


* See particularly J. S. Stamp, op. cit., Ray B. Westerfield, op. cit., David 
Friday, op. cit., W. R. Crum, op. cit. In this connection see also R. A. Lehfeldt, 
“Analysis of Profit,” Journal of Political Economy, Vol. XX XIII (1925). 


* See any recent treatises on accounting. 


* There has been a marked attempt on the part of economists and jurists to 
maintain that every distributive share must be a “payment” for some “personal 
service.” The socialists from Marx on have been arguing in terms of this view. 
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given these institutions and devices helps to explain why these 
various opinions are held. Very recently, the tendency seems to 
be toward greater emphasis on “dynamic conditions” and the 
significance of the legal framework in and through which eco- 
nomic activity is performed. This probably means that Dobb’s 
and particularly Foreman’s notions are more representative of 
the “progressive” contemporary opinion on the origin of profits 
than are Knight’s ideas. 

Aside from these rather vague tendencies, the opinions of 
economists (and perhaps jurists too), as a whole, show no defi- 
nite trend. Indefiniteness seems to exist, in spite of the fact that 
practically all economic writings on profits consist almost en- 
tirely of explanations of the origin of profits.** 


III 
Dobb, Foreman, and Knight either explicitly or implicitly 
say it is the entrepreneur who gets the profits. But who is the 
entrepreneur or what is an entrepreneur? Is he anyone the early 
economists designated as the entrepreneur? Is he the person that 
Mill and other classical economists designated as the capitalist 


who from funds in his possession pays the wages of the labourers, or sup- 
ports them during the work; who supplies the requisite buildings, materials, 
and tools, or machinery; and to whom, by the usual terms of the contract, 
the produce belongs to be disposed of at his pleasure.?® 
Or is he the person Walker described as “not an employer be- 
cause he is a capitalist, or in proportion as he is a capitalist?”*° 
Maybe he is the person to whom Hawley restricted the term “en- 
trepreneur,” the man who takes “risks and responsibilities.” 

Dobb attempts to refine and to reconcile with modern con- 
ditions Mill’s concept of the entrepreneur. The entrepreneur, 
according to him, is the “capitalist-undertaker,” the man who 

* “Unlike theories of wages, rent and interest, economic theories of profit 
have consisted primarily of definition of the term and explanations of the exist- 
ence of this listributive share rather than of the laws of the determination of 
rates or amounts of profits.”"—D. M. Brown, op. cit. 

*J.S. Mill, Political Economy, Book II, chap. xv. 

°F. A. Walker, The Wages Question, p. 228. 

™F. B. Hawley, op. cit., chap. vi. 
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has at least “an important kernel of the undertaking function 
composite and inseparable” in his hands. He has a “consider- 
able stake in the business” and “is intent on gaining largely 
from the fruits of (his) activities.” “This person may be a 
prominent shareholder closely connected with the active conduct 
of the business, and is probably both a shareholder and at the 
same time a director, influential in the counsels of the company 
and having a guiding hand in the firm’s destinies.’’** In him “we 
see the whole essence of the undertaking spirit, combining in one 
person numerous elements of the same function.”’** 

Nowhere does Foreman raise directly the question of who is 
the entrepreneur. He seems, in the main, to follow implicitly 
Walker’s description. The entrepreneur seems to be some per- 
son who is “dominating” business units, improving producing 
activities, bearing risks, and co-ordinating factors of production. 

Knight, with decided refinements, seems to follow Hawley’s 
suggestions. The entrepreneur, according to him, is the person 
who performs the following twofold function: “(@) exercising 
responsible control, and (5) securing the owners of productive 
services against uncertainty and fluctuation in their incomes.” 
This work 
falls into the hands of the owner (or owners) of a part of the productive 
services used in enterprise, which resources are placed in an exposed posi- 
tion with regard to losses in the business and so guarantee the owners of the 
remaining “land, labor and capital” against failure to receive their full con- 
tractual remuneration.*® 
But most of the stockholders of a corporation do not regard 
themselves and are not regarded as owners of the business. “In 
form they are such, but in substance they are merely creditors, 
and both they and the insiders count upon the fact. The great 
companies are really owned and managed by small groups of 
ere 8° These men, however, in practically all instances 
must be in a position to be in “responsible control” which re- 
quires the possession of “capital.” It is necessary to note that 

* Maurice Dobb, of. cit., pp. 53-54. 

* Ibid., p. 54. ™“F. H. Knight, op. cit., p. 278. 

* Ibid., p. 299. * Ibid., p. 359. 














370 THE JOURNAL OF BUSINESS 


Knight often comes near suggesting that holders of common 
stock are, in the main, the entrepreneurs in modern society.” 

The agreement that is discernible among contemporary 
economists as to who gets profits seems to arise primarily out of 
the vagueness surrounding the word “entrepreneur.” As one ob- 
serves present-day economic conditions one is tempted to carry 
farther some of Dobb’s and Knight’s suggestions and to point 
out that the entrepreneur is a myth;** that there really is no 
entrepreneur. There are, of course, a large number of persons 
who perform parts of the “entrepreneur or enterprise function.” 
And these persons are related in a great variety of ways with 
business firms. 

But who really gets most of the profit-income-share? What 
are his outstanding characteristics so that one can find him eas- 
ily? One cannot find even a semblance of an answer to these 
questions in current theoretical-economic treatises. Vague but 
more or less similar answers, mainly, centering in the “entrepre- 
neur or enterpriser” with some mention of the “salaried man- 
ager” are suggested. Apparently, here is another case illustrat- 
ing that where there is agreement among economists there is 
very little realistic content. 

Economic investigators, however, working on income taxes, 
investments, and corporation finance have presented data from 
which some notion can be obtained as to what are the possible 
answers to these questions. Studies of income-tax reports indi- 
cate without distinguishing between interest and profits who gets 
an income from the ownership of stocks of corporations.*® In- 
vestment analysts have gathered data showing the earnings and 
yields of securities of various corporations in a great variety of 
industries.*° Corporation finance studies show how “trading on 
the equity” influences income returns to various persons con- 


* Tbid., chaps. ix and x. 

** Tbid., chaps. xi and xii; Maurice Dobb, of. cit., chap. i. 

* See Ray B. Westerfield, op. cit., as an example. 

“See Laurence H. Sloan, op. cit., as an illustration; also any investment 
treatise. 











RECENT WRITINGS ON PROFITS 371 


nected with a given business firm.** One lawyer has done excel- 
lent work in indicating how corporation legal devices can be 
used by a few in obtaining a large portion of the income of cor- 
porate-business units. In the process of making these studies, 
he is probably indicating who is likely to get the largest portion 
of the distributive share profit.** It should also be noticed that 
those who have investigated the activities of persons who “ma- 
nipulate” the prices of securities are throwing some light on who 
is reaping the profits. But that is all. 

As yet we do not even have a plausible hypothesis as to pre- 
cisely who, over a long period of time, in our modern industrial 
system is likely to be the recipient of the largest portion of the 
income called profits. This situation is perhaps explained by the 
fact that profit is not a “contract-income.”’ It is an income-share 
that is very seldom, if ever, reflected in contracts. 


IV 

Depending iargely on how one defines the word profit and 
why one thinks it exists, it can be argued that profits are either 
price-determined or price-determining. The early economists! 
who defined the term broadly and thought of profits as a return 
to the owners of business units suggested that it was price-de- 
termining. Among contemporary economists there is a difference 
of opinion. Those who define it narrowly and argue that it arises 
out of the presence of such conditions as “imperfect competi- 
tion,” “dynamicconditions,” and legal practices usually point out 
that it is price-determined. On the other hand, those who define 
it broadly as the whole, or practically the whole, of the income 
of the entrepreneur usually indicate that it is a price-determin- 
ing income-share.** 

“See any investment treatise. H. Lyon, Corporation Finance (1922) is an 
excellent illustration. 

“See particularly A. A. Berle, Jr., op. cit. See also in this connection Wil- 
liam Z. Ripley, Main Street and Wall Street (1927); Thorstien Veblen, Absentee 
Ownership (1923); and Louis D. Brandeis, Other People’s Money (1914). 

“ This question is a very significant one. The answer to it indicates the réle 


of profit in economic theory, since economic theory is, perhaps, primarily con- 
cerned with the determination of prices. 
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In terms of Knight’s analysis it is reasonable to argue that 
profits tend to be in the long run price-determined. He suggests 
that 
the primary attribute of competition, universally recognized and evident at 
a glance, is the “tendency” to eliminate profit or loss, and bring the value of 
economic goods to equality with their cost. Or, since costs are in the large 
identical with the distributive shares other than profits, we may express the 
same principle by saying that the tendency is toward a remainderless dis- 
tribution of products among the agencies contributing to their production.** 
The size of the profit-share does not seem to influence the “sup- 
ply of entrepreneur ability” for industry as a whole. The prices 
of goods and services over a long period of time do not have to 
include a “profit-return” to entrepreneurs.*° 

Dobb, on the other hand, implies that the income-share he 
calls “profits” tends to be price-determining. The supply of cap- 
italist-undertakers is affected by the size of the profit-share, the 
larger it is the greater will be the number of capitalist-under- 
takers, and vice versa. Prices of goods and services in general 
over a long period of time must be high enough to cover this 
income received by capitalist undertakers.*® 

Again we find Foreman taking a middle course. “Market 
surplus,” a portion of the income-share profit, is price-deter- 
mined. “Efficiency profits,” the remaining part of the income- 
share profit, is price-determining. Accordingly, in order to get 
the services of entrepreneurs society must at least pay “efficien- 
cy profits.” The size of these “efficiency profits” will influence 
the supply of entrepreneurs. The size, however, of “market sur- 
pluses” will not affect the supply. Prices of goods and services 
over a long period of time must be high enough to include, there- 
fore, “efficiency profits,” but not “market surpluses.”** 

Obviously, among contemporary economists there is no defi- 
nite trend of opinion as to whether or not profit over long pe- 
riods of time should be considered a price-determining or a 
price-determined distributive share. Some think it is a “‘neces- 


“F. H. Knight, op. cit., pp. 18-19. 

“ Ibid., pp. 277-85. 

“ Maurice Dobb, oP. cit., chaps. vi and vii. 

“ C.J. Foreman, of. cit., particularly “Profits of Efficiency.” 
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sary,” others that it is an “unnecessary” share. Or, put it in 
other words, there is no agreement on whether or not it is pay- 
ment for some kind of “sacrifice” or “cost.” 

Economists attempting to measure income and profits, ac- 
countants, and jurists have bothered very little with this ques- 
tion. By inference it is evident that they have all assumed that 
since profits, as they define them, are present, there is no reason 
for raising the question of whether they were in the long run 
price-determined or price-determining. Nevertheless, since price 
determination is of vital importance to both economist and busi- 
nessman, an adequate theory of profits should answer such a 


question. 
V 


The fifth and last question: What are the significant factors 
that affect the extent and variations of profits? or, put in other 
words, What are the factors that determine profits? is by far the 
most important issue. It is conceivable that the profit-income- 
share for the economic system as a whole could tend to be any 
one of the following: (1) a positive quantity, i.e., within a given 
long period of time if all the individual profits were added to- 
gether and the individual losses were subtracted from them the 
remainder would always be a positive quantity; (2) a negative 
quantity, i.e., within a given long period of time all the individ- 
ual losses would add up to a greater quantity than a summation 
of all the individual profits; and (3) zero, i.e., within a given 
long period of time the individual losses would be approximately 
equal to the individual profits. The early economists, in the 
main, subscribed to the first possibility. Recently some econo- 
mists have argued in favor of the second. Most of the mathe- 
matical economists have favored the last.** 

Dobb and Foreman, in terms of their definition of profit, 
their opinions as to why profit exists, and their discussion of 
how profits are probably determined, indorse the first possibil- 
ity.*° Their opinion seems to be that profits tend always to be a 

“See M. Walras, Cours d’économie politique, and Barone, Avornale degli 
economisti (1896) (quoted in F. G. Edgeworth, op. cit.) 


“ Maurice Dobb, op. cit., particularly chap. vi, and C. J. Foreman, op. cit., 
particularly his article, “Efficiency Profits.” 
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positive quantity. Knight, on the other hand, argues that profits 
tend to be negative.°® Contemporary opinion, as illustrated by 
these writers, is apparently again divided. 

More specifically as to what are the significant factors that 
determine the extent aad variation of profits, Dobb argues that 
there are two such sets of factors. One group influences the 
demand schedule for capitalist undertakers, and the other the 
supply schedule of capitalist undertakers. He suggests that 
we must not be induced to forget that there are factors on the demand side. 
. .. . We must not forget that . . . . the opportunity for undertaking is 
by no means a constant thing, and may vary rapidly from time to time. It 
may vary through the altered course of economic change, or because exist- 
ing undertakers in their attempts to oust their rivals may purposely sell 
their goods at a loss and generally “spoil” the market.®* 

He emphasizes, however, that the factors determining the “sup- 
ply-price” are determined by the height of the “minimum-supply 
price” and the “response of supply.” Three factors influence 
the “minimum-supply price”: (a) “undertakers will not enter a 
line of business unless their reward will at least cover the inter- 
est they could have obtained by acting as a passive investor 
elsewhere,” (4) the profit must be at least large enough to “com- 
pensate for the preliminary outlay” for education and training; 
and (c) since “undertaking will generally involve an uncertain 
or at best a fluctuating income . . . . undertakers will conse- 
quently be deterred from entering it unless the average profit 
that past experience has led them to expect exceeds the income 
in more certain occupations.” The most important factors de- 
termining the level of profits are those influencing the “response 
of supply,” and these, according to Dobb, are: (a) the available 
supply of “ability necessary for the work of business adminis- 
tration”; (d) the available supply of those that “can afford the 
initial outlay and training” necessary; (c) the available persons 
who have the “considerable capital and influence needed for 
starting as undertakers” ; and (d) the available knowledge “of 
the true possibilities of undertaking.”” Dobb continues to point 
out: “These four factors are all operative to a fairly general ex- 


© F.H. Knight, op. cit., particularly chap. ii. 
* Maurice Dobb, op. cit., p. 75. 
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tent in our present economic system. But it is to be noticed that 
their influence is likely to vary greatly in different cases.” 

According to Dobb, therefore, the extent and variation of 
profits will depend on these factors that determine the character 
of the demand schedule for, and the supply schedule of, capital- 
ist-undertakers. Of the two schedules the supply-schedule is 
subject to greater change in position and in elasticity and, there- 
fore, is the most significant one. 

Foreman does not discuss the determination of the level, ex- 
tent, and variation of profits in terms of demand schedules and 
supply schedules of “undertakers” or “entrepreneurs.” Instead 
he emphasizes the forces which directly make for “market sur- 
pluses” and “efficiency profits.” ‘““Market surpluses,” as we have 
already indicated, arise primarily out of the presence of a “low 
plane of competition.” This lack of effective competition is to a 
considerable extent due to the conditions the law has sanctioned 
and in some respects sponsored. Apparently, these “market- 
surpluses” are largely legalized “plunder,” and will, therefore, 
vary to a considerable extent with the practices of the courts. 
The extent and variations in “efficiency profits,” on the other 
hand, will be determined by the forces influencing the supply of 
and demand for ability (a) to improve methods of carrying on 
business activity, and (4) to reduce and avoid risks. In this 
connection a supply and demand analysis similar to Dobb’s 
might be implied in Foreman’s writings.”* 

Knight attacks the problem from a different point of view. 
Although he gives some consideration to the factors influencing 
the demand for, and supply of, “‘entrepreneur-ability,” he lays 
stress on factors which are not given much attention by either 
one of the other writers. He does suggest: 


The division of social income between profits and contractual income 
. . . . depends on the supply of entrepreneur ability in the society and the 
rapidity of diminishing returns from (other factors applied to) it. The size 


™ Ibid., pp. 75-82. Dobb also suggests that “special legal privileges” and the 
presence of “large established firms” will tend to decrease the elasticity of the 
supply schedule of “capitalist-undertakers.” 


* C. J. Foreman, op. cit. 
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of the profit share increasing as the supply of ability is small and as the re- 
turns diminish more rapidly.** 


But he goes on to say: 

Let us recall for clearness the precise situation of the profit-seeking 
business man. He contracts for productive services in advance, on a basis 
of what he expects to be able to make by their use. Like the purchaser of 
any commodity, he as_an individual finds a price fixed and buys more or 
less at the established price, while in the aggregate the competition of all 
purchasers adjusts the price to the point where an entire existing supply can 
just be taken out of the market. It will be seen that the prices of produc- 
tive services at any time, the entrepreneurs’ costs of production, represent 
under perfect competition what entrepreneurs expect their products to be 
worth when sold, while the entrepreneurs’ incomes represent the facts at a 
later time as contrasted with the anticipations at an earlier. The condition, 
then, under which entrepreneurs as a group will realize a positive profit is 
, that they underestimate the prospects of their business relatively to their 
' dispositions to venture. If, on the contrary, they overestimate their pros- 
pects (considering the degree of conviction necessary to move their wills), 
they will in the aggregate suffer loss, and if they estimate correctly on the 
whole, neither will occur. If the estimates are a matter of pure chance it 
would seem that the variations in the two directions would be equal, the 
average correct, and the general level of pure profit zero... . . 

It may be objected that it is impossible that enterprise on the whole . 
should suffer a net loss, but a little consideration will show that this is not 
true. The entrepreneur, as society is organized, is almost always a prop- 
erty-owner and must necessarily be the owner of productive power in some 
form. It may then well be that entrepreneurs lose more than they make, 
the difference coming out of the returns due them in some capacity other 
than that of entrepreneur. The question of fact is thus whether entrepre- 
neurs as a class receive on the average more or less than the normal com- 
petitive rate of return on the productive services of person or property 
which they furnish to business. 

The question does not admit of any definitive answer on inductive 
grounds. Such evidence as is available in the form of statistics points to the 
conclusion that the net result is a loss, but it is inconclusive. Perhaps the 
best that can be done is to argue the case on a priori grounds and attempt 
nothing beyond an opinion as to the probable facts. The writer is strongly 
of the opinion that business as a whole suffers a loss.°5 


Again we find no definite trend of opinion. It should be 


noted in this connection that no data have been presented by 
these economists on the extent and variations of profits. Neces- 


“ F.H. Knight, of. cit., pp. 284-85. * Ibid., pp. 363-66. 
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sarily, it follows that they have done very little to verify their 
hypotheses with reference to the behavior of profits. 

A few valiant economists have, however, presented figures 
presumably indicative of the extent and variations of profits. 
Among them are W. L. Crum, David Friday, Foster and Catch- 
ings, Josiah Stamp, and L. H. Sloan.** They do not attempt, 
however, to fit their information into any comprehensive sys- 
tematic profit theory. Their materials coupled with the data 
that are being continually gathered by investment analysts and 
income-tax students might furnish a basis for adequate generali- 
zations on the behavior of profits. In addition, a comprehensive 
study of the trend of the opinion of the courts might throw a 
great deal of light on this question. An adequate answer to the 
question under consideration would be the essence of a tenable 
theory of profits, and of great value to the businessman.” 


VI 

Apparently, in contemporary discussions on profits by econ- 
omists, there does not seem to be any definite trend of opinion 
either as to the approach to be followed in developing an ade- 
quate profit theory or as to the plausible answers to be given to 
the questions such a profit theory should be able to answer. The 
recent tendency in theoretical-economic thinking on profits has 
been primarily to reanalyze, refine, reconcile, and merge the no- 
tions of early economists. The result does not satisfy the needs 
of the businessman. 

The ray of hope in the whole situation is furnished primarily 
by the work being started by those who are gathering and ana- 
lyzing data which are at least “indicative” measures of profits 
and those who are studying the influence of law and the use of 
legal devices on the share being received by the “dominating” 
persons in industry. Of these the work done by A. A. Berle, Jr., 
W. L. Crum, David Friday, L. H. Sloan, and Josiah Stamp is 
most excellent and is paving the way for a comprehensive body 

* Op. cit. 

“It might be argued that Foster and Catchings have attempted to fit their 


data to a systematic profit theory. In this connection see Pollock, Prize Essays, 
Criticisms of Profits (1927). 
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of thought on profits that will be of great aid to the business- 
man.” Berle, Jr., is attempting to show the relationship of our 
legal structure and practices to the income-share profit. Stamp, 
back in 1918, in his study of the effect of trade fluctuations upon 
profits, brings to the fore many of the factors that influence the 
extent and variations of the profit-share. Sloan, using primarily 
corporate reports for the period 1926 to 1927, inclusive, shows 
what has happened to profits during this period and presents the 
probable explanation for these happenings. Crum, working with 
corporate income-tax returns mainly for the years 1916 to 1918, 
presents a very valuable picture of the extent and variations of 
corporate earning-power during this period and points out some 
of the economic forces and factors that influenced the behavior 
of this earning-power. Friday, also, using mainly corporate in- 
come-tax reports, shows how the income of corporations and 
persons has behaved. He is the only one of the group that em- 
phasizes the relation of the profit-share to other distributive 
shares, particularly wages. 

If all of these data and interpretative material and a great 
deal more were synthesized in terms of some fertile hypothesis 
that took full cognizance of the structure and functioning of our 
industrial system, we might then have a profit theory that would 
be helpful to both the businessman and the professional econo- 
mist. As was shown in our study of contemporary thought on 
profits, economists offer approximately five such hypotheses. 
First, profit is considered to be a payment for enterprise or man- 


_ agerial service. Second, it is considered to be a payment for put- 


ting one’s capital in a risk or uncertainty position, and, there- 
| fore, a payment for risk assumption. Third, the profit-share 


goes to persons who are in the position of taking advantage 
of readjustments in “values” placed on goods and services. They 
are in such a position primarily because of their “good judg- 
ment and forecasting ability.” It is obvious that this hypothesis 
is very closely related to the second. Fourth, profit may be con- 
sidered as the payment for the rendering of an inseparable com- 


A.A. Berle, Jr., op. cit.; W. L. Crum, op. cit.; L. H. Sloan, op. cit.; Josiah 
Stamp, op. cit.; David Friday, op. cit. 
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bination of the services indicated in the first three types of 
explanations: Managerial services, capital in a risk and uncer- 
tainty position, and speculative services. All four of these ex- 
planations of the profit-share consider profit a true income rather 
than a derivative income, an income that is received for serv- 
ices rendered. The fifth explanation of this income-share does 
not think of it as a true income, as a payment for services ren- 
dered. It thinks of it as an income received by persons who 
happen to be in a strategic position to take a portion of the total 
income-stream without rendering the service of either them- 
selves or their capital. The income-share, according to this ex- 
planation, is “legalized plunder” arising out of “imperfect com- 
petition.” The “imperfect competition” in turn arises out of~ 
any one or any combination of the following conditions: (a) na- 
ture of the industries and its relations to its sources of raw ma- 
terials and labor, its markets, and government regulations; (0d) 
changing industrial conditions; (c) risk and uncertainty in the 
minds of potential competitors; (d) legal arrangements, related 
usually to furthering “public policy” or maintaining “custom of 
the trade”; and (e) the length of time it takes for a “new” com- 
petitor to get into operation in the business. 

Let us present a few suggestions as to how it will be possible 
to test whether one or another of these hypotheses in regard to 
the existence of the profit-share and its likely behavior is cor- 
rect. In the case of the first it is essential to determine what it is 
that is involved in enterprise and managerial services, and how 
much a change in the amount or effectiveness in these services 
will influence the income-stream of the business unit in question. 
Neither one of these questions can be answered as yet with even 
a semblance of substantiating evidence. The activities of boards 
of directors, executives, and managers will have to be studied. 
The contracts with these furnishers of managerial services will 
have to be looked into, particularly when they have contained 
in them provision for profit-sharing. Perhaps the life insurance 
contracts that have been taken on the lives of executives will 
throw some light. The history of business firms might be looked 
into in so far as a change in management may result in changes 
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bination of the services indicated in the first three types of 
explanations: Managerial services, capital in a risk and uncer- 
tainty position, and speculative services. All four of these ex- 
planations of the profit-share consider profit a true income rather 
than a derivative income, an income that is received for serv- 
ices rendered. The fifth explanation of this income-share does 
not think of it as a true income, as a payment for services ren- 
dered. It thinks of it as an income received by persons who 
happen to be in a strategic position to take a portion of the total 
income-stream without rendering the service of either them- 
selves or their capital. The income-share, according to this ex- 
planation, is “ legalized plunder” arising out of “imperfect com- 
petition.” The “imperfect competition” in turn arises out of 
any one or any combination of the following conditions: (a) na- 
ture of the industries and its relations to its sources of raw ma- 
terials and labor, its markets, and government regulations; (0) 
changing industrial conditions; (c) risk and uncertainty in the 
minds of potential competitors; (d) legal arrangements, related 
usually to furthering “public policy” or maintaining “custom of 
the trade”; and (e) the length of time it takes for a “new” com- 
petitor to get into operation in the business. 

Let us present a few suggestions as to how it will be possible 
to test whether one or another of these hypotheses in regard to 
the existence of the profit-share and its likely behavior is cor- 
rect. In the case of the first it is essential to determine what it is 
that is involved in enterprise and managerial services, and how 
much a change in the amount or effectiveness in these services 
will influence the income-stream of the business unit in question. 
Neither one of these questions can be answered as yet with even 
a semblance of substantiating evidence. The activities of boards 
of directors, executives, and managers will have to be studied. 
The contracts with these furnishers of managerial services will 
have to be looked into, particularly when they have contained 
in them provision for profit-sharing. Perhaps the life insurance 
contracts that have been taken on the lives of executives will 
throw some light. The history of business firms might be looked 
into in so far as a change in management may result in changes 
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in profits. Finally, some indirect help may be obtained from the 
advice being given by investment counselors. In so far as they 
do or do not stress “management” as the reason for investing in 
one firm rather than another in the same industry indicates 
whether or not this explanation of the income-share profit is 
likely to be the true one. 

As to the second explanation of the profit-share, one must be 
able to determine the “true” or “real” rate of interest (or the 
interest-income-share) without any risk or uncertainty element 
in it, and then study the variations in the rates of return re- 
ceived on the capital furnished both to various business units in 
a given industry and to various industries. Here, too, a great 
deal of difficulty will be encountered. First, there is a tendency 
to combine the rate of interest and rate of profit so that it is 
difficult to separate them. Second, a great deal of care must be 
used in dealing with rates of profits because of the tendency to 
evaluate capital and securities on the basis of “capitalizing” 
income. And, third, in view of the fact that capital is usually 
furnished in terms of contracts, such as common stocks, which 
can easily be sold and bought, and the price of which can be 
“manipulated,” it is exceedingly difficult to determine who got 
or is getting this profit. Data are needed in regard to the numer- 
ous risks being taken by business units and industries, the yields 
of various types of securities according to businesses and indus- 
tries, the activities of persons who buy and sell securities, and 
“true” or “real” interest rates, before the hypothesis that profits 
accrue to those persons who put their capital in a position of 
risk is either substantiated or refuted. So far, we do know that 
(1) certain securities yield higher returns than others; (2) sim- 
ilar securities in various business firms in a given industry yield 
different returns; and (3) an entire group of a variety of securi- 
ties for various business units in a given industry yield different 
returns from those in another industry. We think that to a con- 
siderable extent these differences are due to the risk assumed by 
those who have directly or indirectly furnished funds. 

The third hypothesis is based on the notion that “capital- 
value” changes are the most significant source of profits. Here 
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and there evidence is available indicating that the large profits 
are not made from reoccurring income sources. Even dividend 
payments are becoming stabilized. The large earnings are made | 
by those who “weather” securities, who buy and sell common | 
stock, real estate, etc. Capital-gains seem to be much larger than | 
income-gains. But, unfortunately, little significant and long-time 
data are available indicating that this generalization is either 
true or false. 

What is needed is a study of the accounts of stock-market 
operators, commodity-exchange operators, developers of invest- 
ment trusts, real estate operators, etc. Then a comparison should 
be made between the income of these persons and those who get 
their returns in the form of dividends and interest. Allowance, of 
course, will have to be made for the interest-income-share and 
the wage-income-share before an accurate picture can be ob- 
tained of the profit-share. 

The fourth explanation of profits can be tested only by in- 
vestigating the incomes of the “dominant persons” in business 
units. After figures are obtained in regard to incomes, it will be 
necessary to ascertain what portion is due to their connection 
with business firms. It should be noticed here that even gains 
from stock-market “manipulations” which are made possible by 
their “inside” relations must be thought of as part of the income 
being investigated. Once this is done it will be necessary to con- 
struct a demand-schedule for, and a supply-schedule of, “domi- 
nating” persons. And then a profit-theory in terms of the hy- 
pothesis that the income of the dominating person in a business 
firm is profit can be developed. It will, of course, be impossible 
either to support or to refute completely this theory by the evi- 
dence gathered. In this case it is almost all a matter of definition. 
There is no doubt that certain persons at a given moment of time 
are the “dominant” ones in a business firm and that they get an 
income. Their income will be dependent on the supply schedule 
of them and the demand schedule for them. The real question, 
of course, is what determines these schedules. In the main this 
question is answered by the factors influencing the need for en- 
terprise function, and the need for capital to be put in a risk 
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position. These in turn are dependent on the supply of the other 
factors of production, the length of the productive process, and 
so on. 

The fifth explanation of the profit-share is by far the most 
common. The assumption is made that in a perfectly competi- 
tive state there would be no profit, the whole income-stream 
would be divided into the wage-share, interest-share, and rent- 
share. There is, however, a profit-share and, therefore, it arises 
out of some sort of interference with competition. 

In order to get data to support or refute this hypothesis it is 
necessary, first of all, to determine what is meant by perfect 
competition, then it is necessary to ascertain the various reasons 
why imperfect competition exists, and finally to investigate the 
actual figures measuring the extent, variations, and distribution 
of profits. Assuming that this explanation is true, then in all 
probability the person getting the “residual” will get the profit 
share, although not necessarily. The income of promoters, in- 
vestment bankers, stockholders, and profit-sharing contract man- 
agers would throw a considerable light on whether or not the 
hypothesis in question is correct. The income of the first two . 
would be primarily capital-gains. To some extent the third group 
would also obtain capital-gains. The third and the fourth groups 
would obtain primarily income-gains. From these incomes the 
wage-share and the interest-share would have to be extracted be- 
fore the profit-share could be determined. 

Which one of these five hypotheses, if any, will be sufficient- 
ly substantiated so that there will at least be some agreement on 
an adequate body of thought related to profits, only the future 
can show. It may be that a new hypothesis will have to be devel- 
oped. Both the businessman and the professional economist are 
in great need of a workable profit theory at the present time. 

S. H. NERLOVE 











THE RELATION OF STOCK PRICES TO EARNINGS 


T IS a commonplace that corporate earnings are a major 
factor in determining the prices of common stocks. It is 
also widely believed that stock prices usually rise or decline 

in advance of corresponding changes in earnings. Very little 
work appears to have been done, however, in measuring the cor- 
respondence in either the extent or the time of changes in prices 
and earnings. It is true that studies of price-earnings ratios are 
frequently published, but these have typically covered only a 
very few years; and, whatever the length of the period, the ra- 
tios themselves do not indicate the time or the extent of changes 
in either the price of the earnings terms from which they are de- 
rived. The dearth of studies in this field can hardly be ascribed 
to lack of interest in the subject. It is doubtless due rather to the 
extreme difficulty of getting comparable earnings figures for 
any considerable succession of fiscal periods, and to the convic- 
tion that for many corporations the published financial state- 
ments misrepresent the facts, in some cases by consistently 
understating the earnings available for common stock, and in 
others by concealing part of the earnings of the best years, and 
overstating the earnings of the worst. 

Granting that official financial statements do not always re- 
flect the true earnings, they constitute, nevertheless, the princi- 
pal earnings data upon which the investing public and the busi- 
ness analyst must rely. It seems worth while, therefore, to study 
the relation between the prices of stocks and the published 
earnings available for them. Such a study to be of much signifi- 
cance should obviously cover quite a number of years. To con- 
struct indexes of earnings reaching back a decade or more and 
covering all of the corporations whose stocks are included in any 
of the more comprehensive indexes of stock prices would ob- 
viously require large resources. Meantime there may be value 
in a more limited study. 

In singling out earnings one is, of course, dealing with only 
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one of several factors believed to be important in determining 
the prices of stocks. Among these are certain pervasive factors, 
such as the quantity of funds available, the terms on which these 
may be had, and the desire of buyers for common stocks as com- 
pared with other types of contract. It is possible, however, 
without measuring the influence of these factors, to get some 
evidence concerning the importance of earnings. Since the prices 
of different groups of stocks experience simultaneous movements 
widely divergent from one another and from the general average, 
one may, by constructing indexes of earnings for these price 
groups, ascertain to what extent divergence in prices corresponds 
to difference in earnings. And if for any group similarity of 
movement occurs between earnings and prices one may observe 
the time relationship involved. 

The best information already available with respect to the 
trend of stock prices by groups is found in the Standard Statis- 
tics Company’s new and revised group indexes of stock prices. 
These are available in weekly form from January, 1918, to date. 
Of these group indexes seven have been selected for use in this 
study, all of them from the industrial division of the list. The 
choice was determined partly by the availability of earnings data 
for the corporations whose stocks are included in the indexes, 
and partly by the extreme divergencies of price trend which the 
groups exhibit. The agricultural implements and mail order 
house groups were both taken as exhibiting phenomenal ad- 
vances during the latter half of the eleven-year period under re- 
view, gains far outstripping that of the index of 342 industrials 
combined. Oils and coppers were chosen because they rose less 
than the all-industrials composite, the range of fluctuation in the 
oils index being quite narrow and the advance for the period 
slight, while fluctuations in the index for coppers are somewhat 
wider and the gain for the period is more generous as well. As 
a series resembling closely the index for all industrials that for 
United States Steel was taken in preference to an index for any 
group. Its advance for the period is slightly less than that of the 
composite and its course a trifle more irregular. For a series 
gaining somewhat more than the composite and exhibiting a 
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smoother trend the electrical equipment group was included. 
Finally, the indexes for rubbers and fertilizers were taken be- 
cause they ended the period lower than they began it, the rub- 
bers having lost slightly and the fertilizers severely, both mean- 
time having shown great irregularity from year to year. 

Standard Statistics stock price indexes are not only well 
grouped for the purpose in hand, but have the further merit of 
having been constructed by a method which facilitates some- 
what their comparison with relevant earnings data. They are 
weighted aggregatives expressed in relatives with the average 
group value for 1926 taken as 100. The method of computation 
automatically allows for the influence of stock dividends, and 
changes in the list of stocks can be made without seriously dis- 
turbing the continuity of the indexes.’ It should be remembered, 
however, that these are indexes of changes in price and not of 
changes in the aggregate value of all of the shares of the corpo- 
rations included, for when new shares are sold for cash or ex- 
changed for property the base is adjusted to prevent the trans- 

‘action itself from raising the subsequent index numbers. If, 
therefore, one is constructing an index of earnings available for 
the common stocks included in one of these group price indexes, 
he should attempt to adjust actual earnings to allow for the ef- 
fect of any new capital raised by the issue of additional common 
shares. 

An earnings index has been computed for each of the seven 
groups already named, covering the years 1918 to 1928. inclu- 
sive. Lack of quarterly earnings reports, especially for the 
earlier years, has made it necessary to compute the group in- 
dexes on a yearly basis. For United States Steel, however, both 
quarterly and annual indexes have been constructed. For cer- 
tain groups the earnings index does not include all of the stocks 
covered by the price index. For four of them, copper and brass, 
electrical equipment, fertilizers, and mail order houses, all or 
practically all of the companies covered by Standard are in- 

*For an explanation of the methods used in the construction of these in- 


dexes see Standard Statistical Bulletin, Base Book Issue (1929-30), pp. 21-23. 
For the index numbers themselves see pp. 24-52. 
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cluded. For the mail order group, in fact, the earnings index 
includes Montgomery Ward for the entire eleven years although 
Standard’s price index does not include that company’s stock 
till January, 1920. For the agricultural implements group all 
companies are included in the earnings index except Deere, an 
omission which probably needs to be remembered when compar- 
ing the course of the earnings index with that for prices. For the 
group representing tires and rubber goods the earnings cover 
five of the seven companies included in the present stock price 
index. It is for the oil producing and refining group that the 
earnings data used are least adequate, but even here they include 
the larger Standard Oil Companies and the largest independent, 
which together receive more than half the total weight in the cur- 
rent stock price index for the oils. On the whole the oil compa- 
nies included have shown somewhat greater stability of earnings 
than have those left out, but the difference is not great. 

For the most part earnings have been taken from the income 
statements of the corporations as reported in Moody’s Manuals, 
Poor’s being used as a check where difficulties were encoun- 
tered. Quarterly data were taken from the Commercial and 
Financial Chronicle. In general the method has been to add 
dividends on common stock for the period to the amount carried 
to surplus and to other strictly proprietorship reserves not es- 
tablished to provide against subsequent unpredictable losses. 
Care has been exercised to deduct all real and contingent unpaid 
claims arising during the period such as unpaid dividends on 
cumulative preferred stock.’ In a few instances allowance has 
been made for capital adjustments appearing in balance-sheet 
statements. For a few of the corporations involved the fiscal 
year does not coincide with the calendar year. Here the earnings 
of the fiscal year have been arbitrarily assigned to calendar years 
on the assumption of a uniform rate of earning throughout the 
fiscal year. 

For convenience in comparing the course of each earnings in- 
dex with that of the corresponding price index the aggregate 


? The writer is indebted to Mr. Raymond Hengren for assistance in unrav- 
eling the accounts. 
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earnings for 1926 have been expressed as too. If a company 
raised any appreciable amount of capital earlier or later in the 
period by the issuance of stock, adjustment of earnings has been 
made to allow for it. The method used is based on the assump- 
tion that any new capital raised by the sale of common stock 
would have shown the same rate of earnings in any earlier year 
as did the assets which were in the business in that year. An 
alternative procedure would be to abandon the attempt to com- 
pare an index of earnings with an index of stock prices, and to 
construct, instead of the latter, an index of the aggregate market 
value of all the stocks to which the earnings index applied. This 
second course may prove practically necessary in any future 
study that attempts to include the present period of general 
financing by common stocks. 

The results of the foregoing, excepting those for the fertiliz- 
er group, appear in the accompanying charts. In Chart I the first 
figure represents the Standard Statistics Company’s price index 
for 342 industrial stocks. Figure 2 shows the course of quarterly 
earnings available for United States Steel common together with 
that of quarterly prices of the stock. Figure 3 compares annual 
earnings for the same stock with semiannual price quotations. 
In Charts II and III six of the group indexes of earnings are 
compared with the stock price indexes for the same groups. Since 
the fertilizer group shows deficits on the common stocks for ev- 
ery year since 1920 its earnings could not be shown on the loga- 
rithmic scale. In Charts II and III as in Figure 3 of Chart I the 
earnings relatives are for annual data and are centered at the 
middle of the years to which they apply. Against the annual 
earnings relatives semiannual price index numbers have been 
plotted, the figures used being those for the last week of June 
and of December. Where any significant amount of new capital 
has been raised during the period, the index is plotted both with 
and without adjustment for this factor. For two groups, agricul- 
tural implements and mail order houses, and for United States 
Steel the differences between the adjusted and unadjusted earn- 
ings curves are too slight to be shown on the graphs. 

By reference to Charts II and III one can see something of 
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the extent to which the great divergencies in price movement are 
accompanied by similar differences in the course of earnings. 
The only group shown there whose stock price index fails for 
recent years to exceed the peak of 1919 is that for automobile 
tires and rubber goods, and it is also the only group whose earn- 
ings in 1919 were higher than in any subsequent year of the 
period. It is notable, too, that this group exhibits the greatest 
irregularity in the trend of both prices and earnings. The price 
movement for the fertilizer group, not plotted here, is even more 
irregular and shows a far greater decline. The price index de- 
clined in 1924 to one-thirteenth of its high of 1919 and at no 
time since 1920 has it risen halfway to its former level. This be- 
havior is matched by the course of earnings, which were high at 
the beginning of the period but turned after 1920 into large but 
widely fluctuating deficits on the common stocks. 

At the opposite extreme are the groups represented in Fig- 
ures 1 and 2 of Chart II, which show price advances to levels 
several times higher than the peaks of 1919. For the mail order 
houses this appears largely explainable up to 1928 in terms of 
increased earnings, while the greater portion of the price ad- 
vance of that year may be ascribed to a disposition to discount 
expansion in the chain-store field by the two largest corpora- 
tions in the group. For the makers of agricultural implements 
the correspondence between earnings and prices is not as close. 
It should be noted, however, that for the years 1918 to 1925 the 
price index includes the preferred stock of Deere and Company 
instead of the common, and that since 1927 it has included the 
common instead of the preferred. The inclusion of the preferred 
tended to keep the price curve from sinking in the years 1921 to 
1924, and the introduction of the common in 1927 intensified the 
advance. Furthermore, the earnings curve would rise higher 
than it does in 1927-28 if technical difficulties had not resulted 
in the exclusion of earnings available on Deere common from the 
index. It is also notable that the rapid recovery of earnings for 
the implements group since 1922 has been uninterrupted and has 
been accompanied by a steady price advance, while mail order 
earnings suffered a slight setback in 1926 which was accom- 
panied by a similar decline in prices. 
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Turning to the oils and coppers in Chart ITI, it will be ob- 
served that the oils earned as much in 1920 as in 1928 and that 
not till the latter year did oil-stock prices exceed the level 
reached at the beginning of 1920. For the period as a whole 
there is a slight upward trend of earnings and a similar gain in 
prices. The price range for the period is less than that for any 
other group, and the range for earnings is also less than for any 
group except electrical equipment. The price curve for coppers 
is similar to that for the oils excepting the years 1918, 1921, and 
1927-28, and each of these exceptions is largely explainable in 
terms of a difference in the concurrent earnings. 

The electrical equipment companies, represented in Figure 
3 of Chart III, show by far the smoothest earnings curve of all, 
having experienced a remarkably steady though relatively mod- 
erate gain which was interrupted only slightly in the depression 
of 1921. The price curve is also smooth, showing even fewer re- 
versals than does that for all industrials, which appears in Fig- 
ure 1 of Chart I. It moves in close conformity to the course of 
earnings from 1918 to 1924, but after that the prices progres- 
sively outstrip the earnings. 

For United States Steel, shown in Figures 2 and 3 of Chart 
I, the advance in price is large compared with that of earnings. 
The trend of the latter is largely affected by the fact that the 
period covered begins with the year, 1918, which saw the cul- 
mination of the war boom in steel, and that it ends just after the 
close of the 1927—28 slump. Nevertheless, if one were to lag the 
price curve six months, a considerable degree of correspondence 
would appear between its ups and downs and those of the earn- 
ings. 

One feature more or less notable in each graph is the tend- 
ency in 1927 and 1928 for prices to rise above their previous 
position relative to earnings. This might be due either to a dis- 
position on the part of the investing public to capitalize current 
earnings on a lower yield basis, or to a general tendency to capi- 
talize farther in advance than formerly the expected increase in 
earnings in future years. The first of these factors may have 
been a major one in 1927, when funds were abundant and inter- 
est rates low and when many believed they would remain so, but 
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the second seems a more plausible explanation of the rise of the 
last year. 

Having found considerable evidence of a significant associa- 
tion between the course of earnings and that of stock prices, we 
turn to the question of the time relation between the two. In- 
dustrial stock prices have a reputation of long standing as ba- 
rometers of business prosperity, but most of the statistical studies 
which have shown them in that réle have compared them not 
with profits but with commodity prices at wholesale, bank clear- 
ings or debits outside of New York, or some index of the vol- 
ume of industrial production or of general business activity. 
The fact that the foregoing indexes are available in monthly 
form makes possible a fairly close measure of the time relation 
between them and an index of industrial stock prices. It is not 
altogether safe, however, to assume that a sequence which may 
have been found between stock prices and volume of production 
or commodity prices at wholesale is the same as that between 
stock prices and the earnings available for those stocks, for 
commodity prices and volume of production are not the sole 
determinants of profits. 

But when one turns to test directly the popular belief that 
industrial stock prices fluctuate in advance of earnings there 
arises a question as to the meaning of the theory to be tested. Is 
it that in connection with a change in earnings stock prices tend 
to move before the conduct of the business upon which the prof- 
its are realized, or that they move prior to the end of the fiscal 
period with which the earnings are subsequently credited, or 
simply that a price readjustment occurs before the earnings are 
officially reported? These are obviously distinct concepts, and 
the character of the answer might be found to depend entirely 
upon which one is meant. Most people probably mean something 
of all three. The data of the present study afford no basis for 
testing the first concept, but they do bear directly, even though 
unsatisfactorily, upon the second and third. A weakness exists 
in the fact that, while in all but one of the graphs the earnings 
relatives are annual, an increasing number of corporations in 
several of the groups issue quarterly reports. Thus the price 
curve might be readjusting prior to the first financial report of 
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some corporations in the group, but only as a response to interim 
statements already issued by others. 

In studying the graphs with respect to sequence it is impor- 
tant to keep in mind that the earnings are centered at the middle 
of the years to which the bookkeepers have assigned them, and 
that this is earlier by eight months on the average than the dates 
on which the annual reports are issued. The semiannual price 
quotations have been taken as of June and December as a com- 
promise between centering them in the period to which the earn- 
ings are assigned, on the one hand, or upon the dates of financial 
reporting, on the other. 

For United States Steel both the quarterly and the annual 
series may be interpreted as lending some support to the theory 
that prices precede earnings, but the case is not a strong one. In 
terms of the quarterly figures stock prices precede in the 1920 
decline and in the recovery of 1924, but they move simultaneous- 
ly with earnings in the recovery of 1921-22, and they fail to 
acknowledge the earnings slump of 1927-28 till three successive 
quarterly declines have been registered. Then, having risen 
steeply in 1927, prices make little headway during the next fif- 
teen months in the face of a great recovery in earnings. Some 
may prefer, of course, to argue that the earnings decline of 1927 
was so largely ignored precisely because of the farsightedness 
of the market, that any decline was confidently expected to be 
quite temporary, and that investors were already looking to what 
is now developing in 1929. 

Turning to Chart II we note in Figure 1 that prices in the 
implements group lagged both in the earnings decline of 1920- 
21 and in the recovery of 1924. It is possible, of course, that the 
price advance of 1927-28 will prove to have been a farsighted 
discounting of a great expansion in earnings. Perhaps the same 
may prove true of the mail order group by virtue of its entrance 
into a new field. For this group, too, however, it is notable that 
prices proved almost as tardy as the issuance of official annual 
earnings reports throughout most of the period covered. For 
rubbers, in Figure 3, the case for the price curve is no better. 
The latter lags with reference to the high earnings of 1918-19, 
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and in the break of 1920-21 and the recovery of 1924 it appears 
to have preceded the annual statements by very little. As in 
other groups, however, price appears more inclined in 1928 to 
discount the good earnings of 1929 than to reflect current per- 
formance. 

In Chart III we find in the graph for the oils a better case 
for prices as a barometer, although the course of prices in 1923 
and 1924 suggests that the price movement of 1922 must have 
overdiscounted the earnings of those years. It is interesting to 
note also that, if exception be made of the year 1927, the timing 
of price turns in the oil group coincides better with the turns in 
the price index for all industrials than with those of the earnings 
of its own group. With the coppers there is also evidence in sup- 
port of the theory that prices discount earnings. Although prices 
are a bit tardy in reflecting the break in earnings in 1920-21, 
they are prompt in recovery, early in the decline of 1924, and 
prompt in the further gain of 1925. There is also some basis for 
arguing that in 1926 and 1927 prices were showing a disposition 
to anticipate the great improvement of 1928. It should be men- 
tioned in passing that more striking evidence of stock prices as a 
forecaster is found in the sequence between copper share prices 
and copper metal prices. There have been twelve considerable 
turns in metal prices during the eleven-year period here under 
consideration. Six of these turns have been preceded by share 
prices by from one to eight months, in five instances the turns 
have come in the same month, and for only one turn has the 
share market been tardy. In the electrical equipment group 
there are only two important reversals in the direction of the 
curve of annual earnings, and prices moved early with reference 
to both. The break in the price curve in 1923, however, reflects 
either a response to general market influences or a false forecast 
of earnings. Again, as with the mail order and implements 
groups, it remains for the future to reveal whether or not the 
great price rise of the last two years is foreshadowing phenome- 
nal earnings accomplishment. 


GARFIELD V. Cox 














THE EFFECT OF THE TARIFF ON 
CORPORATION PROFITS 


protected country is generally assumed by all those who 

engage in the tariff controversy. The elementary student 
of economics is taught that the tariff gives the domestic produc- 
ers the great American home market, that it increases the prices 
the consumer must pay, and that it augments the profits of 
American industry. After he has learned these perhaps over- 
simplified truths at college, he later reads daily in the press that 
American wages, as well as American profits, are dependent 
upon the tariff. He too often sniffs at his academic training and 
allows himself to be sold what is perhaps the best advertised 
American institution—the tariff. And when he buys the tariff he 
often allows the protectionist to deliver him the tariff-wage fal- 
lacy in the bargain. 

Although informed economists are prone to consider a tariff 
justifiable for infant industries with potentialities, they will 
promptly say “poppycock” when the protectionist claims Amer- 
ican prosperity as a result of protection. Many economists, 
however, who have never specialized in the tariff, and other 
pseudo-economists encourage the popular belief that—whatever 
are the other effects of the tariff—it invariably increases the 
profits of the industries, especially of the protected industries. 
Careful analysis may show that even this popular belief is fal- 
lacious. 

In order to analyze this very complex problem it will be con- 
venient to distinguish between the words “duty” and “tariff.” 
The word “duty” will be used to mean a specific import tax; 
the word “tariff” will be restricted to the whole schedule of 
duties imposed by a government. Before considering the general 
effects of a tariff, it will be necessary to analyze the specific ef- 
fects of particular duties. 

It is generally believed that an effective duty—by shutting 
out foreign imports or by increasing the domestic price—will in- 
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ik the tariff implies profits for the industries of the 
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crease the profits of the protected industry. To a large extent 
this is true. The profits of the Great Western Sugar Company 
have been increased by the duty on sugar and some less efficient 
domestic companies would show losses rather than profits, were 
there no sugar duty. It follows, therefore, that the existence of 
the duty makes possible high-cost, inefficient companies and their 
ineffective employment of capital. The low-cost companies would 
under any condition normally earn profits, but the duty may 
keep alive so many high-cost companies that the average profits 
of the industry may be relatively small. Later a comparison of 
the profits of various industries will illustrate this conclusion. 

If a duty does not always insure the profits of the protected 
producers, it always decreases the profits of the producers who 
use the protected commodity as their raw material, unless these 
producers are able to pass the import tax on to the ultimate con- 
sumer. The clothing manufacturers attempt to pass the duty on 
wool to the consumer, but consumers in the United States have 
reduced their consumption of woolen clothes, because of the 
high prices. There is no question but that the plight of the 
clothing industry at the present time is partly attributable to 
the duty on wool. 

Indirectly, therefore, a duty may do the protected industry 
no good and ultimately may result even in positive harm. To the 
extent that the expanded use of substitutes for woolen clothes is 
explained by the tariff on wool, the wool-growers may eventually 
suffer from too high a duty. The high duty on Swiss cheese, 
which keeps out the imported variety and forces the American 
consumer to be satisfied with the inferior domestic product, may 
eventually result in a reduced consumption of this variety in the 
United States. The absence of stimulating efficient foreign com- 
petition may be a handicap to the domestic industry. 

Thus far some of the effects of particular duties on profits 
have been considered. We are now ready to analyze the effect of 
a tariff, as a whole, on the profits of industries generally. 

Let us consider first what possible beneficial effects a tariff 
can have. A predominantly agricultural country with undevel- 
oped industries of promise should have an industrial tariff for a 
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long-enough period to develop those “infant industries.” The 
protective policy of Alexander Hamilton for the United States 
of his time can be entirely justified. A country like the Irish Free 
State might at the present time very well consider protecting any 
promising industries in order not to be too dependent upon its 
agriculture and upon England’s manufactures. If these pro- 
tected infant industries develop, their profits will justify such a 
policy. There can be no question but that Hamilton’s policy jus- 
tified itself. Whether a continuance of that policy in the United 
States today is justified—now that the infant industries are full 
grown—is another question. 

The profits of American industry are affected in three gen- 
eral ways by the substantial protective tariff now prevailing. 
First, the tariff artificially diverts capital from where it would 
most economically go and keeps alive high-cost, inefficient firms. 
Second, it adds a cost burden on industries which must use pro- 
tected commodities as raw materials. Third, the tariff makes it 
more difficult for the large efficient industries, which should be 
able to compete in the world-markets, to sell their products 
abroad. 

The first of these effects of the tariff has already been sug- 
gested in the discussion of particular duties but it should be 
elaborated here because of the far-reaching general influence of 
a wide range of duties on American industry. An analysis of the 
effects of duties on American costs is given in my article in the 
Journal of Political Economy for August, 1926. Figure 1 is re- 
printed here as an illustration. Although the costs represented 
are for an agricultural product, wheat, they serve the purpose of 
illustration. 

It is evident that the tariff, by raising the domestic price, 
makes possible higher marginal costs in the United States. Thus, 
the divergence between foreign and domestic costs increases as 
the zone of marginal production is reached. Although the for- 
eign industry also shows some high marginal costs, the marginal 
costs of the domestic industry are even relatively higher. The 
tariff, then, allows the diversion of capital into inefficient pro- 
duction. By expanding industries which do not deserve expan- 
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sion, it attracts capital from industries which could use it more 
efficiently. 

By raising the domestic prices of protected commodities, 
when they are producers’ goods, it puts an added cost burden on 
the industries using those goods. Compensatory duties do not 
always remove this objection. The failure of the compensatory 
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duties on woolen goods to compensate those industries for the 
too-high wool duty has already been cited. One duty may breed 
another duty until either the consumer’s demand is affected in 
the home market or the foreign market is no longer possible. 
Duties on raw material have never been so popular, partly 
for the reasons here given. However, with the present admin- 
istration’s belief, or avowal of belief, that the tariff can be used 
as a measure of farm relief, duties on raw materials may become 
increasingly popular. Another paper would be necessary to 
show why the farmer can never hope to gain from the tariff 
what many industries have gained. It suffices to say here that 
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no industry, or branch of agriculture, subject to the law of de- 
creasing returns, can be benefited by the tariff to the extent that 
infant industries, subject to the law of increasing returns, are 
benefited. 

The critical condition of certain industries, such as the auto- 
mobile and the cotton-textile industries, could be much improved 
by a healthy export trade. The greatest possibility of future 
expansion for General Motors’ products is in the export market. 
The already high duty on wool, which will probably be further 
increased, makes it impossible to see any future for the woolen- 
textile industry, but a revival in the cotton-textile industry could 
be furthered by expanding exports. 

Obviously a higher tariff restricts exports even though Mr. 
Hoover’s advisers have advised him to the contrary. The pro- 
posed tariff revision, which has farm relief for its excuse, bids 
fair to shut out even more of the few dutiable specialties which 
have continued to filter in. A considerable number of producers 
in industries on a predominantly export basis came before the 
Ways and Means Committee and asked for higher duties on 
their products. They apparently believe that, as everything is 
to be shut out, the infinitesimal importations which compete 
with their products should not be continued even though such an 
embargo for every industry would destroy their very consider- 
able export trade. A more unenlightened policy is hardly con- 
ceivable, inasmuch as they will suffer most from the restriction 
of such export trade. 

The Department of Commerce usually “points with pride” 
to the size of our export trade—over five billions of dollars— 
and to the fact that it has been expanding since 1926, although 
the trend of imports has been declining slightly. True, the total 
value of imports has not changed materially, but our import 
trade has been becoming more and more dependent upon the 
importation of certain exotic free goods, the demand for which 
cannot be expanded indefinitely (silk, coffee, rubber).’ It is 
interesting to consider how our export trade has been maintained 


* The increase in imports in the first few months of this year is explained by 
the imports in anticipation of the new tariff bill. 
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in spite of the high duties now prevailing and to speculate as to 
whether it can be continued in the future. In the trade balance 
the important items, other than imports and exports of mer- 
chandise, are gold, loans, tourists’ expenditures, and immigrants’ 
remittances. Our export balance, indeed our very export trade— 
which is not large for a country with such vast production, and 
which is becoming more and more highly industrialized—has 
been made possible in large degree by the influx of gold since 
1920 and by foreign loans. 

Between 1920 and 1925 we imported vast quantities of gold. 
In 1925 the gold movement shifted, and again in 1928 we ex- 
ported considerable quantities. In 1929 imports of gold have 
exceeded exports. Since 1920, however, gold imports have ex- 
ceeded exports by over one billion dollars. Such a net import of 
gold cannot be anticipated for the future. 

As the importation of foreign goods has been largely re- 
stricted by the tariff and as foreign countries cannot and will 
not ship us gold indefinitely, we have had to be satisfied with 
their promises to pay in the form of loans. It is estimated that 
new loans of over one billion dollars were floated in the United 
States in the year 1925 alone. Such loans increased each year 
until 1928, when they began to decline. In 1929 they may be 
even smaller than they were in 1928. 

Two other items of importance in the trade balance are tour- 
ists’ expenditures and immigrants’ remittances. Together they 
amount to about one billion dollars a year. No great changes in 
these items can be anticipated. The increase in tourists’ expendi- 
tures will probably be somewhat greater than the very possible 
decrease in immigrants’ remittances. 

The only hope for American industries needing export trade 
—assuming that the present tariff is to be maintained or in- 
creased—is to invest their capital in plants in foreign countries. 
Whether there will be any objection in those foreign countries 
to the American industrialization of the world remains to be 
seen. 

The protectionist is sure to meet all this with the contention 
that the home market is the best market and that American in- 
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dustry does not need to expand in foreign markets. More and 
more—it can be confidently prophesied—will the more efficient 
and aggressive of American industries need the expansion of 
their foreign sales. General Motors has relinquished its stock- 
market leadership because its curve of expansion is flattening 
out. If it were not for tariff barriers, its sales abroad would more 
than compensate for its present failure to keep up its former 
pace in the home market. The latent European demand for 
automobiles is a colossal prize for which the United States of 
America and the United States of Europe are going to compete. 
Whereas foreign governments often subsidize their deserving 
industries, the American government penalizes that industry 
which is more responsible for its present prosperity than any 
other. And the ludicrous part of it all is the unenlightened posi- 
tion of those in this very industry who, by asking for higher 
duties on automobiles in order to shut out the few foreign cars 
which may trickle in at some time in the future, sponsor the 
whole tariff program which is so inimical to their interests. 

Some foreign governments—and friendly ones at that—are 
so aggravated by our tariff policy that they are putting on special 
restrictions to shut out American automobiles. Even the present 
foreign business of the American automobile industry is in dan- 
ger, and if that foreign business is to be denied, it may mean a 
shift from blue to red ink. The foreign business of American 
industries, amounting to about five billion dollars a year, repre- 
sents for some of these industries those marginal sales which 
insure profits. If this business were materially reduced, the 
profits of American industry would be materially reduced. 

To none of this can the protectionist be expected to sub- 
.scribe. He may not believe, as he says he does, that the tariff 
insures high wages or that the consumers are not burdened by 
the higher prices they must pay, but he is sincere when he argues 
that the tariff insures profits. If he is shrewd he will continue 
his argument by showing that the tariff, by shutting out foreign 
products, should expand domestic production and thereby re- 
duce domestic costs. Thus, the tariff, like advertising, he will 
insist, decreases costs and increases profits. If there is sufficient 
domestic competition, the consumer should not suffer. However, 
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it has been shown that the tariff artificially keeps the domestic 
price above the foreign price and that, even if the established 
companies reduce their costs, new high-cost domestic companies 
are stimulated and encouraged. This explains how hard it is to 
get a duty reduced or taken off, after it is once imposed. The 
more efficient beet-sugar companies at one stage in the Tariff 
Commission’s Sugar Investigation showed little interest ia the 
duty as only the high-cost beet and cane companies needed the 
duty in order to survive. A reduction of the duty could have 
embarrassed only the high-cost companies. The low-cost com- 
panies probably conceived the possibility of first allowing im- 
ports to destroy their domestic competitors and of later shutting 
out such imports. But the high-cost competitors usually make 
the loudest noise at congressional hearings and the low-cost 
companies usually agree that the “cut-throat competition” of 
“cheap foreign” production at “starvation wages” should not be 
allowed to “flood the American market.” And thus, the only 
valid argument for protection loses its force, because prices are 
seldom lowered and because infant industries hardly ever seem 
to develop sufficiently or to reduce costs low enough to be able 
to compete unaided either in the home market or in the world 
market. Nor can the starvation wages paid abroad be used to 
explain the differences in costs, as the export industries pay 
higher wages than some of the protected industries, such as the 
textile industry, and compete in the world markets with the prod- 
ucts of foreign labor. 

And now let us examine such statistical evidence as is avail- 
able to support the contentions of this paper. In Lawrence 
Sloan’s Corporation Profits the earnings on invested capital for 
twenty-eight groups are shown. In Table I they are classified in 
the order of their success. 

Sloan’s studies, my own, and many others show that approxi- 
mately 9 or 10 per cent profit on invested capital represents a 
normal return. About one half of the groups, earning better 
than normal profits, received tariff benefits; the other half re- 
ceived no benefit and were probably adversely affected by the 
tariff. Of the groups which showed lower than normal profits, 
about one half were protected. But what is most noteworthy is 
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that two of the most unsuccessful groups, sugar and the textiles, 
have been two of the most highly protected domestic industries 
and that probably the most successful American industry has 


TABLE I 


Drugs, medicines, cosmetics 
Automobiles 

Lead and zinc , ; 
Office equipment and supplies 
Shoes 

Food products 

Retail trade —— 
Automobile parts and accessories 
Household equipment and supplies 
Chemicals 

Tobacco products ‘ 
Radio and musical instruments 
Miscellaneous manufacturing 
Electrical equipment 
Miscellaneous services 
Agricultural implements . 
Apparel 


Miscellaneous mining and smelting . 


Building equipment and supplies . 
Theaters, etc. : ; 
Automobile tires . 

Railroad equipment . 


Machinery and machine equipment 


Copper 

Oil or" 
Meat-packing 

Steel 

Silk goods 

Paper 

Cotton goods 

Sugar 2 : ; ; 
Shipping and shipbuilding 
Coal 

Leather 


Woolen goods 
Fertilizer 


Average Percentage 
Earned on Invested 
Capital in 1926-27 

21 

21 

20 

16 

15 

15 

15 

15 

14 

13 

12 

12 

12 

12 
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10 
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10 
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been the automobile industry, which needs no protection. True, 
the average earnings shown for the sugar companies are affected 
by the losses in the Cuban industry, but the protected American 
beet-sugar industry has been at a standstill since the Fordney- 
Macumber tariff of 1922. We are in a position, with these data, 
to confute the thesis that duties on products which a corporation 
sells always imply profits for that corporation. 

It is generally believed that the very considerable sentiment 
in Wall Street against the tariff is based on the desire of the 
international bankers to maintain the credit of their foreign bor- 
rowers. This is only a quarter-truth. Wall Street is primarily 
interested in American industry, and Wall Street through its 
influence directs a large part of the flow of capital into industry. 
Wall Street is sound in its economics when it is antagonistic to 
the diversion of capital from efficient to inefficient industry. 
Wall Street likes the companies which expand, and is opposed 
to giving special aid to those which cannot stand alone even 
after years of governmental subsidy. 

What constructive criticism can the opponents of the tariff 
contribute? A sudden drastic reduction all along the line would 
be disastrous. The high-cost companies would all fail, their em- 
ployees would be walking the streets, and all the evidences of 
panic would be with us. The reaction would lead to the old tariff 
excesses. However, a gradual reduction to be carried out over 
a series of years, such as was attempted in the Clay-Calhoun 
compromise, would serve notice on the high-cost companies to 
reduce costs or to quit. A 3 per cent reduction each year would 
reduce the divergence between the domestic and the foreign 
price and would slowly force out those few high-cost firms un- 
able to reduce their costs. A really infant industry could be 
given special consideration. The United States is in a far better 
position today to carry out such a policy than it was in the days 
of Clay and Calhoun. The large export industries will come to 
need foreign markets more and more, and when they see the 
light they will join with the disillusioned farmers in the battle 
against that great subsidy of the inefficient—the protective tariff. 


KEMPER SIMPSON 








SOME LAWS OF QUANTITY DISCOUNTS. I 
I. NATURE AND CHARACTERISTICS OF QUANTITY DISCOUNTS 


HE commonly accepted theory of quantity discounts is 

that lower prices on larger purchases are justified by the 

reduced costs obtained by the seller through producing, 
selling and handling larger quantities. Inferentially at least 
this implies that the amount of the discount given ought to bear 
some relation to the savings incident thereto. But that any such 
relationship has been carefully or scientifically worked out by 
most or even a majority of concerns allowing quantity discounts 
may well be doubted. In probably the most widely prevalent 
form of quantity discounts—the carload unit—the saving in- 
volved in freight cost is a mathematically calculable amount. If 
the seller pays the freight charges, therefore, it is theoretically 
possible to make discounts closely equivalent to the savings in- 
volved in so far as the cost of transportation is concerned. Other 
savings to the seller resulting from quantity buying are usually 
less readily and exactly calculable. Such buying obviously af- 
fects numerous other items of cost besides transportation and in 
varying degrees depending upon the character of the commodity, 
the methods employed in producing and selling it, and other sim- 
ilar factors. In most of these cases the relation of the increased 
size of purchases to cost reduction is far from clear and the com- 
putation of any mathematically exact saving is usually well nigh 
impossible owing to the limitations of cost accounting. 

Though there is great variety in the terms and conditions 
under which reduced prices are given for volume purchases, 
quantity discounts may be said to fall into two general classes— 
non-cumulative and cumulative. The non-cumulative quantity 
discount in its strictest sense refers to a discount given for a 
quantity of goods bought at 4 single sale for a single shipment. 
The cumulative discount on the other hand is one given where 
the quantity bought is purchased at any one or more times with- 
in a specified period and for either one or more shipments. These 
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two categories are not distinctly and entirely separate, however, 
because certain discounts partake in some degree of the charac- 
teristics of both. Large quantities bought on a single order but 
to be shipped over a period of time as is frequently the case in 
contract sales bear certain resemblances to cumulative discounts. 
Similarly the single purchase during a cumulative period which 
is so large as to be equivalent to a quantity for discount under 
the cumulative system resembles the non-cumulative discount, 
and there are various other gradations. 

The non-cumulative quantity discount is employed by so 
many companies and is in such general use that little or no de- 
scription or discussion of it is required. As the cumulative type 
is much less frequently employed, however, it seems desirable 
to give a few illustrations of this form of discount. 

Perhaps the oldest and certainly the best known of the cu- 
mulative discount systems is that employed by the biscuit and 
cracker industry where it has been used for approximately thirty 
years. The plan was first introduced in this business by the Na- 
tional Biscuit Company shortly after that consolidation was or- 
ganized in 1898. With certain exceptions the discounts and pe- 
riods of cumulation adopted were as follows: 5 per cent on pur- 
chases of $50 in the period of 3 months, 10 per cent on purchases 
of $150 and 15 per cent on purchases of $1500, $500 per month. 
A few years later apparently about 1903 the period of cumula- 
tion was reduced to one month and this period has been retained 
down to the present day.* In the meantime the quantities on 
which the discounts have been allowed by that company have 
steadily decreased.* For some time prior and subsequent to 1920 
5 per cent was allowed on purchases of $15 per month, 1o per 
cent on $50, and 15 per cent on $200. In 1927 the discount be- 
came 5 per cent on $15 to $30 per month, 74 per cent on $30 to 
$50, 10 per cent on $50 to $100, 12% on $100 to $200, 15 per 
cent on $200 to $1000, and 17/4 on $1000. 

* For a more detailed statement of these early discounts see Stevens, “Mar- 


keting Biscuit and Crackers,” Harvard Business Review, October, 1927, p. 30; 
also Bliss, Record, Doc. 31, F.T.C. v. National Biscuit Co., pp. 771 ff. 


? Record, Doc. 31, op. cit., pp. 391-92. 
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Other concerns which have experimented with the cumula- 
tive quantity discount include the American Radiator Company, 
the Coca Cola Company, and various adding and calculating 
machine companies. In 1918 the American Radiator Company 
offered discounts of 2 and 3 per cent respectively upon purchases 
of $7,500 and 12,500 square feet of radiation within a calendar 
year.’ In the same year the Coca Cola Company was employing 
the following scale of discounts the cumulative period being one 
year :* 

On 100— 199 gals., 5 cents per gal. 
On 200- 299 gals., 6 cents per gal. 
On 300—- 399 gals., 7 cents per gal. 
On 400- 409 gals., 8 cents per gal. 
On s500- 749 gals., 10 cents per gal. 
On 750— 999 gals., 12 cents per gal. 
On 1000-1499 gals., 15 cents per gal. 
On 1500-1999 gals., 20 cents per gal. 
On 2000-3000 gals., 25 cents per gal. 


Both the American Radiator and Coca Cola companies sub- 
sequently abandoned these discounts. 

Under contracts formerly in use by certain of the adding and 
calculating machine manufacturers the period of cumulation was 
usually one year and the discount allowed 10 per cent for pur- 
chases of 10 machines within the cumulative period. In certain 
cases, one machine free was given with the purchase of ten ma- 
chines instead of a ten per cent discount.° 

This study is an attempt to formulate certain fundamental 
rules or laws of quantity discounts, special attention being given 

* Trade Discount Sheet effective January 1, 1918. 

* Brief for Respondent in F.7.C. v. Coca Cola Co., Doc. 39, p. 6. 

* F.T.C., Docs. 355-71. The latest wrinkle in the cumulative discount is that 
for percentage increases in one period over the quantity sold in a prior period 
which is employed by the Post Products Company. Under this type of system, as 
used by the Post Products Company, the cumulative period is one year and the 
discounts for 1929 are: 


Percentage Discount on Total Case or Unit 
Total Dollar Sales Gain in 1929 
in 1929 over 1928 
I OM ee ee ae 7% to 12% per cent 


yy. ; ; ; : ‘ 124%4 to 17% per cent 
2 , - .  «  «  . 17% per cent and over 
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to the points of similarity and difference between cumulative and 
non-cumulative discounts. 


II. QUANTITY DISCOUNTS AND EXCLUSIVE PURCHASING® 


Perhaps the most fundamental law of quantity discounts 
either non-cumulative or cumulative is the following: 

Law I].—Under any system of quantity discounts there in- 
evitably exists some tendency to exclusive purchasing, because, 
regardless of how the scale of discounts is arranged, there will 
always be certain points at which, considering the requirements 
of the purchaser, it is profitable for him to refuse to divide his 
business, and to buy from a single seller. 

Necessarily buyers in purchasing procure their requirements 
for a period of time—days, weeks, or months, as the case may 
be, depending on the nature and character of the business which 
is involved. To some extent at least such individuals recognize 
the desirability of maintaining competition among sellers, be- 
lieving that such competition usually tends in the long run to 
produce lower prices. If, therefore, they can do so without loss 
to the organizations which they represent, buyers will frequently 
divide their specific requirements for any given period between 
two or more organizations. Assuming there are no quantity dis- 
counts and that there is nothing to choose between organizations 
as to their prices, financial responsibility, ability to make deliv- 
ery, etc., there is no great inducement for the buyer to confine 
his purchasing to a single organization. Assume, however, that 
one of the competing sellers inaugurates the system of cumula- 
tive or non-cumulative discounts based upon the quantity of 
goods purchased, shown in Table I.’ 

With the installation of such a system by one of the sellers, 
all equality among them disappears, because the concern em- 
ploying the discounts in question is now offering better prices 
upon large quantities than are competing organizations. More- 

*In order to make satisfactory comparisons it has been necessary to assume 
throughout this article that except as otherwise specified the prices and discounts 
of competitors are approximately the same on the same quantities of goods. 


* This scale of discounts is identical with the scale employed by the National 
Biscuit Company for a number of years. Cf. fourth paragraph of this article. 
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over, the adoption of the same scale of discounts by the other 
sellers will not restore competitors to exactly the same equality 
as existed among them before the inauguration of the quantity 
discount system. The reason is easily seen. Any purchaser, for 
example, who comes into the market with requirements for $15, 
$50, or $200 worth of goods can in the absence of quantity dis- 
counts divide his purchases in the manner previously described. 
When competing sellers have installed the same discounts, how- 
ever, any one of the above-mentioned purchasers will hesitate to 
divide the business which he has to offer, and will tend to buy his 
requirements exclusively from one concern. By pursuing the 
latter policy the purchaser can obtain the maximum discount 
for the amount of goods representing his requirements. If he di- 











TABLE I 
Class of Purchaser Amount of Purchase ——. 
a oe ee Less than $15.00 ° 
_ EE Cee $ 15-$ 40 5 
ticaddextaetacsaue 50- 199 10 
ivstederdosnxsmeute 200 15 














vides his business he will secure either no discount at all or only 
those lower discounts to which he would be entitled for the indi- 
vidually smaller purchases which he makes from each seller.* 

The second principle of quantity discounts in connection 
with exclusive purchasing may be stated as follows: 

Law II].—The exclusive dealing quality inherent in quantity 
discounts is increased by the tendency for purchasers with re- 
quirements just below the minimum for discount in each dis- 
count class to increase their purchases to at least that minimum 
in order to secure the larger discount; and this tendency is some- 
what greater under the cumulative than under the non-cumula- 
tive system. 

Assume again for illustrative purposes the preceding scale 
of discounts. Class D purchasers, with normal monthly require- 

*“Tf you divide your business among several different bakeries you do not 
get the benefit of the discount from either of them.” Bottomley, Record, Doc. 
31, Op. cit., p. 207. 
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ments of from say $11 or $12 to $14, would doubtless increase 
their purchases to $15 under either a non-cumulative or cumula- 
tive system of discounts in order to receive the benefit of the 5 
per cent discount allowed purchasers of that class. Similarly, 
purchasers with monthly requirements approaching the maxi- 
mum for Class C and Class B discounts can be expected to in- 
crease their purchases to amounts sufficient to enable them to 
obtain the higher discounts given to purchasers in Class B and 
Class A, respectively.’ In so far as purchasers follow this course 
it is obvious that the discount causes them to purchase larger 
quantities of particular sellers than might be the case were no 
discounts employed.*° 

There are also good reasons for believing that the tendency 
under discussion is somewhat greater in the case of cumulative 
than of non-cumulative discounts. A buyer who comes into the 
market under a system of non-cumulative discounts and in- 
creases his purchases over his normal requirements for a given 
period must either sell more goods during that period or else be 
covering his needs for a longer period. Of the former result he 
cannot usually be certain and the latter involves him in addition- 
al carrying charges for interest, storage, insurance, etc. 

In the case of the cumulative discount, on the other hand, 
the buyer need not purchase the additional amount necessary to 
procure a larger discount until near the end of the cumulative 
period when he has already disposed of the bulk of the goods he 
has previously purchased. He then knows with more accuracy 

*° A—*“No, we never let it go under $50. In case there should be a month 
that it would be under $50, the salesman tells us ahead of time that we have got 
so much to buy, and we stack up starting on the last few days, so that we can 
qualify for the discount.” 

Q.—“Do you ever remember losing the discount during any month?” 

A.—*‘No, not that I know of.” Suehlsen (retail grocer), Record, Doc. 31, 
op. cit., p. 508. 

*” A—‘“They say that they would like to buy from us but they get a certain 
discount which they had to buy $30 or $40 more in order to get that discount but 
next month they would try to buy from me, but this month they could not be- 
cause they had already purchased more than they expected or wanted to purchase 
on account of getting that discount, and if you will come around next month they 
would perhaps give you an order, but this month they cannot.” Perin (salesman, 
New England Biscuit Co.), Record, Doc. 31, op. cit., p. 317. 
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both what his sales for the period will be and whether he will be 
able to show an increase than does a non-cumulative buyer who 
comes into the market to cover his requirements for a specific 
period. In addition the further purchases necessary to increase 
the discount of the cumulative buyer come at the end of the cu- 
mulative period and hence involve carrying charges for a shorter 
period than under the non-cumulative system (Cf. Law VI.) 

Law II]. —The tendency to exclusive purchasing under quan- 
tity discounts increases as the margins between each two succes- 
sive minima decrease; and the tendency is most perceptible when 
the margins between each two successive minima are equal to or 
less than the lower of the two minima. 

For illustrative purposes the same scale of discounts al- 
ready employed (Table I) may be used together with certain 
modifications of this scale which are shown below in Table II. 

As pointed out in the discussion of Law I, purchasers in the 
market for requirements of $15, $50 or $200 will normally pur- 
chase the total of their requirements from a single seller even 
though the prices and discounts of competing sellers are equally 
as good. A glance at the scale of discounts in Table I, however, 
shows that this situation does not necessarily apply to all pur- 
chasers in the various discount classes. For example, in the case 
of Class C purchasers the discount or rebate of 5 per cent is pay- 
able to every concern which purchases at least $15 worth of 
goods, and the same discount or rebate is obtained up to the 
amount of $49. As the minimum amount for discount in Class C 
is $15, it is clear that the purchaser cannot afford to buy from 
more than one seller unless he has requirements for at least $30 
worth of goods because by so doing he would obtain the 5 per 
cent discount upon only a portion of his order, receiving nothing 
on the balance."* If he has requirements of $30 or above, how- 
ever, he may divide the business which he has to offer, because 
he can then give an order to each seller equivalent to at least the 
$15 minimum necessary to secure the 5 per cent discount. While, 


u« |. . But they have got to buy $15 worth of my goods and they have 
got to buy $15 worth of the National Biscuit Company’s goods, which is $30 
worth, if they divide it to get their five per cent.” Brenneman (biscuit and crack- 
er manufacturer), Record, Doc. 31, op. cit., p. 1411. 
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therefore, it is to the interest of a Class C buyer requiring from 
$15 to $29 worth of goods to buy only from a single seller, there 
is nothing to prevent any or all purchasers with requirements 
totaling $30 to $49 from dividing their business between two or 
(at $45 and above) among even three sellers. 

A similar situation exists in the case of every class of pur- 
chasers so that the scale of discounts under consideration (Ta- 
ble I) is, as a matter of fact, exclusive only to the extent appear- 
ing in Table IT. 

In other words, whenever the difference between the minima 
for discount in any two consecutive classes becomes greater than 
the minimum for discount in the lower of these two classes, it is 











TABLE II 
Class of Purchaser Amount of Requirements} Extent of Exclusiveness 
Re AG Krak mck Re Seek aE S$ 15-$ 29 Exclusive 
l 30- 49 Non-exclusive 
__ RSS un tienen ene 50- 99 Exclusive 
100- 199 Non-exclusive 
| Bp RR Rene eatin Sone eine J 200- 399 Exclusive 
| 400— Non-exclusive 











possible for all buyers in this lower class with requirements at 
least twice the minimum to divide their purchases without loss 
between competing sellers. Furthermore, the greater the relative 
spread between any two consecutive minima the less the exclu- 
siveness of the arrangement as to purchasers in that class and 
the greater the number of competing sellers with the same dis- 
counts among whom it becomes practicable for the buyer to split 
his requirements. 

Compare for a moment the situation just described with that 
which would exist under the following scale of discounts. 

In contrast with the system of discounts shown in Table II, 
there is in the discount scale of Table III no point in the entire 
range (up to amounts of $480) at which a purchaser can throw 
even a portion of his business to any competitor having approxi- 
mately equivalent prices and discounts, and not lose money 
thereby. For example, any purchaser with requirements of from 
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$240 to $479 must buy it all from one concern if he is to obtain 
the lowest net price. It is true that if he buys a minimum of $240 
he obtains a 25 per cent rebate or discount, but it is also obvious 
that if the balance of his requirements from $240 to $479 is or- 
dered from a competing seller either the purchaser obtains no 
discount at all or from 5 to 20 per cent depending upon his re- 
quirements in excess of $240. Were the entire order given to a 
single concern the 25 per cent discount would be obtained upon 
each and every unit. A similar situation exists with reference to 
purchasers in various other discount classes as an examination of 
the table clearly shows. 











TABLE III 
Class of Purchaser Amount of Purchase Discount Extent of Exclusiveness 
eer saan Se 8 Ricches nddecuaeuedenaenesenaus+s 
And gi cette an Ghar eceaA I5- 29 5 Exclusive 
Diba 8eeh Aina eee 3°- 50 10 Exclusive 
ea widea-ote korea det 60- 119 15 Exclusive 
Dis cckaatceaeaees 120- 239 20 Exclusive 
ee eee 240 up 25 Exclusive 














The margins between minima in successive classes, there- 
fore, may be so increased that there is great opportunity for non- 
exclusive purchasing, as under the scale of discounts in Table II, 
or they may be so reduced that purchasing tends to become ex- 
clusive throughout the entire scale as is the second system in 
Table III.** 

Law IV.—The greater the extent to which demand factors 
force the regular purchasing and stocking of the goods of a par- 
ticular seller, the greater the tendency of quantity discounts to 
exclusive purchasing. 

If it is necessary for any purchaser because of his custo- 
mers’ requirements to buy a commodity regularly from a partic- 
ular organization, say X, it is likely whenever such purchaser 
comes into the market for that commodity that he will require at 


“It is interesting to note that in 1927 the National Biscuit Co. abandoned 
its non-exclusive plan which had been in effect for nearly thirty years and adopt- 
ed an exclusive scale similar to that of Table III. Cf. the fourth paragraph of this 
article for changes in N.B.C. discounts. 
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least a certain proportion of X’s goods. Subject to the general 
principles previously laid down with reference to exclusive and 
non-exclusive zones, this purchaser, in order to secure the quan- 
tity discount will tend to buy all of his requirements of that com- 
modity from X with a view to obtaining the lowest net price and 
at the same time securing the goods which the demands of his 
customers practically compel him to buy.** 

Law V.—The exclusive dealing tendency of cumulative dis- 
counts varies directly and that of non-cumulative discounts in- 
versely with the length of the cumulative period in comparison 
with the period for which buyers cover their requirements under 
a non-cumulative discount system. 

When a purchaser buys a bill of goods he is usually covering 
his requirements for a more or less definite period of time—a 
week, a month, or longer, as the case may be. Whenever such a 
buyer enters the market all sellers are upon a footing of equality 
in competing for his business though under a system of non-cu- 
mulative discounts he will tend, subject to qualification in the 
case of non-exclusive dealing zones (Law III), to place his en- 
tire order with a single seller (Law I). After this purchase is 
made he is out of the market for the time being and perhaps 
even more effectively so than under a system of cumulative dis- 
counts.’* 


* Q.—“Mr. Bremner, if a large manufacturer has a particular product that 
is very popular, so popular that retail dealers all want to carry it in stock, and 
this large manufacturer sells a retail dealer a bill of this particular popular prod- 
uct, state whether or not, in your opinion, it would have a tendency to cause the 
retailer to concentrate his purchases with the manufacturer from whom he bought 
this particular popular product in order that he might qualify for the monthly 
discount?” .... 

A—*“The witness: It most certainly does.” Bremner (biscuit and cracker 
manufacturer), Record, Doc. 31, op. cit., p. 390. 

* This is of course particularly likely to be true where the non-cumulative 
discount scale contains only exclusive zones (Law III). The following testimony 
relates to the point where the discount scales of the leading producer and also 
numerous other manufacturers contained non-exclusive zones: “A man who gets 
a discount on purchases of $50 within a calendar month orders his biscuits three 
or four or half a dozen times during the month. That means that his stock is 
never very large. When our salesman comes in, the man needs biscuits of some 
kind, and he certainly has a very good chance to get an order. On the other hand, 
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A somewhat similar situation is found in the case of a system 
of cumulative discounts. At the beginning of each cumulative 
period all sellers have practically an equal opportunity of pro- 
curing business from each buyer. After the first purchase of the 
cumulative period has been made, however, it becomes to the in- 
terest of each buyer to continue to obtain his goods from the 
original supplier for the balance of the period (Law I) subject, 
of course, to qualifications already laid down with respect to the 
existence of non-exclusive dealing zones in the discount scale 
(Law III). Once the first sale is made, therefore, buyers under 
a cumulative discount system are as much out of the market un- 
til the end of the cumulative period as are purchasers who have 
covered their requirements for a given period under a non-cumu- 
lative discount system. Only when buyers re-enter the market 
at the end of the cumulative period in the former case or having 
consumed their purchases in the latter is their business open 
equally to the competition of all sellers in the market. 

The frequency with which the last mentioned conditions re- 
cur obviously affects the tendency to exclusive dealing. Assum- 
ing a cumulative period of one month and that buyers under a 
system of non-cumulative discounts would cover their require- 
ments for about 30 days, sellers in the course of a year would 
have about the same number of opportunities of procuring the 
business of buyers under each system. If, therefore, the period 
of cumulation is of substantially the same length as that for 
which buyers would cover their requirements under a non-cumu- 
lative discount system, the exclusive dealing tendency of the one 
scale is from this point of view substantially identical with that 
of the other. 

As the period of cumulation lengthens as compared with the 
buying period under a non-cumulative system, however, the 
number of opportunities for sellers to compete for the business 


if the entire $50 was bought at one time, our salesman would have no chance at 
all until those goods were almost exhausted, or until the man would be ready to 
buy again. It would limit his chance to once a month, as against, now, four or 
five times. You have no argument with the grocer when you see his shelves full 
of perishable goods. You cannot argue with him.” Hatchitt (Sawyer Biscuit Co.) 
Record, Doc. 31, op. cit., pp. 1055-56. 
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of cumulative buyers declines as compared with the number un- 
der a non-cumulative system. Assuming a cumulative period of 
one year and that buyers of goods would purchase their require- 
ments under a non-cumulative scale for about a month each 
buyer’s business would be open to the competition of sellers 
twelve times a year in the latter case as compared with only one 
in the former. In this event the exclusive dealing tendency of 
the cumulative system is greater than that of the non-cumulative 
considered from the viewpoint of the number of times the busi- 
ness of buyers is open to the competition of sellers. 

If the foregoing conditions are reversed and the cumulative 
period is shorter than that for which buyers would cover their 
requirements under a non-cumulative system the opposite of the 
last statement should be true. 

Though the law under discussion might seem to warrant the 
conclusion that the exclusive dealing tendencies of cumulative 
and non-cumulative discounts are substantially identical further 
analysis does not support this view but, on the contrary, indi- 
cates that: 

Law VI.—The cumulative discount system tends to result in 
a greater degree of exclusive dealing than the non-cumulative 
system. 

The reasons for accepting this principle lie in the existence 
of business facts which either tend to produce a cumulative pe- 
riod longer than that for which buyers would purchase their re- 
quirements under a non-cumulative system or which give a “tie- 
ing” effect to the cumulative discount which is not found in the 
non-cumulative type. 

As has been frequently pointed out by writers on purchasing, 
a buyer is whipsawed back and forth between two opposing sets 
of circumstances. The first of these is that the larger the quan- 
tity of goods purchased the greater the discount and the lower 
the price. The second is that the larger the quantity purchased 
the greater the amount of capital tied up with consequently larg- 
er carrying charges for interest, insurance, warehousing, etc., 
and the greater the loss in the event of a decline in prices. 

Only in recent years has the importance of the latter set of 
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considerations been fully recognized. This combined with a 
greater appreciation of the significance of turnover has resulted 
in a steadily increasing tendency to purchase only for substan- 
tially immediate requirements and hand to mouth buying has 
become the rule rather than the exception. Because of these 
facts the period for which requirements are covered under a sys- 
tem of non-cumulative discounts has shortened to such a degree 
that it is difficult to imagine the existence or establishment of 
any cumulative period which is not of longer duration. In other 
words, the cumulative discount shows a greater tendency to ex- 
clusive dealing than the non-cumulative because the period for 
which buyers cover their requirements under the latter arrange- 
ment tends to be shorter than any period of cumulation is likely 
to be. 

Again it is difficult for buyers to determine with exact ac- 
curacy what their requirements for goods will be for even short 
periods of time. Over longer periods the buyer also has to con- 
tend with unforeseen and sometimes violent changes in demand. 
In spite of experienced buyers and accurate statistics of past 
sales and purchases, therefore, considerable speculation and 
guess work is still involved in purchasing. 

The importance of these last considerations is that in every 
case where the purchaser has underestimated his requirements 
he is again forced into the market to buy goods. If he does so 
under a non-cumulative system his past purchases exercise no 
particular influence in determining from whom he shall then buy 
and all sellers have a substantially equal opportunity of procur- 
ing his business. Under the cumulative system, on the contrary, 
past purchases tend to tie the buyer to the seller from whom he 
has previously bought and it is to be expected that that seller 
will procure his order in the absence of non-exclusive zones 
which permit the buyer to divide his purchases. 

In addition to carrying charges, risks of loss from price 
changes, and underestimates of requirements which are factors 
of more or less general application there are a number of condi- 
tions more or less peculiar to particular industries which tend to 
reinforce the conclusion expressed by the law under discussion. 
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In the case of highly perishable commodities, for example, the 
possibility of loss through deterioration is so great that buyers 
are almost constantly in the market for goods. Again some lines 
or commodities are not regularly stocked by the seller but are 
bought or produced only upon orders received by him from pur- 
chasers. In either case it does not seem difficult to conclude that 
any cumulative system produces a degree of exclusive dealing 
not obtainable under non-cumulative discounts. 


III. QUANTITY DISCOUNTS AND FULL-LINE FORCING 

In considering the relation of quantity discounts to full-line 
forcing it is obvious that these discounts can exercise no such in- 
fluence as between or among concerns selling only a single com- 
modity. Any such tendency can appear only when some organi- 
zation sells two or more commodities and gives a quantity dis- 
count covering both or all commodities. Moreover, as the tend- 
ency of quantity discounts to force in other lines is dependent 
upon the fact that lower prices are obtained for larger purchases 
this tendency should be governed by many of the same condi- 
tions as those affecting exclusive dealing. 

As between two or more organizations one of which pro- 
duces two commodities and the other only one; or as between 
two or more organizations each producing two like commodities 
it would appear with reference to purchasers of more than one 
of these commodities** that: 

Law VII —-Under any system of quantity discounts covering 
two or more commodities there inevitably exists some tendency 
to “full-line forcing” because, regardless of how the scale of dis- 
counts is arranged, there will always be points at which, consid- 
ering the requirements of the purchaser, it is profitable for him 
to refuse to divide his business, and to buy from a single seller. 

Again assume the scale of discounts employed in Table I of 
this discussion. Assume further that seller X sells two lines of 
goods and seller Y only one, and that the discounts apply to the 
two commodities in the case of X and the one commodity in the 
case of Y. Assume also that a purchaser has requirements for, 


** These circumstances are also assumed in subsequent illustrations. 
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say’, one month, of $125 worth of the commodity which both X 
and Y sell and that he also handles the other commodity, which 
is sold only by X, to the extent of about $75 a month. Obviously 
by buying of X both lines of goods the purchaser will obtain the 
15 per cent discount or rebate allowed Class A purchasers on a 
total order of $200; whereas if he buys his requirements giving 
Y the order for the line which both X and Y sell, and X the order 
for the line which X alone sells, he will obtain only the 10 per 
cent discount allowed by each organization to Class B purchas- 
ers. In other words, if he divides his requirements into two or- 
ders placed with two sellers, it is only by increasing his purchase 
of each line to the $200 mark that it will be possible for him to 
obtain the maximum 15 per cent discount which he would obtain 
by buying his requirements for both commodities from X. The 
factors already mentioned—increased carrying charges, interest 
on capital invested, etc.—will obviously tend to prevent the 
purchaser from increasing his requirements in any such fashion. 

Even if both concerns, X and Y, produce or sell the same two 
commodities the situation described is not materially altered 
since up to certain points’ it will also be more profitable for any 
purchaser who has requirements for two or more lines to refuse 
to buy from separate sellers and to purchase from only one. 

In both of the above cases it would be possible for the pur- 
chaser to divide his business, in the absence of any quantity dis- 
counts, one commodity being bought from one seller and another 
from a second seller, or a part of each required article from both 
of them. 

Again, as with the tendency to exclusive dealing: 

Law VIII.—The full-line forcing tendency of quantity dis- 
count increases as the margins between each two successive min- 
ima decrease, and the tendency is most perceptible when the 
margins between each two successive minima are equal to or less 
than the lower of the two minima. 

Again assuming the scale of discounts of Table I we may 
first consider a hypothetical case in which each of two concerns 


** Cf. Law VIII, infra, for further details. 
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sells two commodities identical with those of the other, both con- 
cerns making the same discounts upon combination orders. 

As indicated in the preceding discussion (Law I), purchasers 
in the market with requirements for these two commodities 
amounting together to $15, $50 or $200, will assuredly purchase 
both from a single organization, because by so doing they will 
receive a larger discount than could possibly be obtained by di- 
viding the business. In each case this tendency to force in both 
commodities exists from the minimum point of discount in each 
class up to the point at which the buyer’s requirements for both 
articles or lines are equal to twice the minimum for discount or 
rebate in each class. At the latter point it becomes possible for 
the buyer to purchase one commodity from one concern and an- 
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other from a second organization or a part of each commodity 
from each of these concerns. 

Thus a Class C purchaser who has requirements for two 
commodities amounting together to from $15 to $29 must pur- 
chase both from one concern in order to obtain the maximum dis- 
count or rebate. Only when his total purchases amount to $30 
and upwards will it be practicable for him to divide his require- 
ments as between two organizations, either buying one article 
from one and the other from a second organization or buying 
both from each to the amount of $15 necessary to obtain the 5 
per cent discount allowed Class C purchasers by each seller. A 
similar situation exists as regards purchasers in other classes, so 
that there is contained in the scale of discounts or rebates under 
discussion a system of full-line forcing and non-full-line forcing 
zones, as it were, similar to the exclusive and non-exclusive 
quantity discount zones as shown in Table IV. 
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As between a concern offering quantity discounts upon com- 
bination orders covering two or more commodities and a concern 
offering the same discounts upon only a single article, the situa- 
tion as regards full-line forcing is somewhat more aggravated 
than in the above case This is due to the fact that although a 
purchaser in any class may have total requirements for twice the 
amount necessary for discount, it may still be impracticable for 
him to divide the business between the concern manufacturing 
two or more commodities and the concern manufacturing only 
one. Thus, if a Class C purchaser (Table II) requires $30 worth 
of the class of goods manufactured only by X, a concern produc- 


























TABLE V 
Class Amount Full-Line Forcing Zone Non-Full-Line Forcing Zone 
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$199 on the other line up 














ing two commodities, and $5 worth of goods produced both by X 
and Y, the latter a concern manufacturing only that one commod- 
ity, the purchaser would doubtless buy both articles from the 
former. Were he to throw the $5 order for goods produced both 
by X and Y to Y he would thereby lose the 5 per cent discount on 
the amount of that order allowed purchasers in Class C by X and 
would obtain no discount from Y. Only when he requires at least 
$15 (the minimum amount necessary for Class C discounts) 
worth of each commodity can the Class C purchaser divide his 
business between X and Y without incurring a loss as compared 
with buying his entire requirements from X. As a result we ob- 
tain a table of full-line forcing and non-full-line forcing zones 
which is somewhat different from that in cases where the com- 
petition is between concerns each of which manufactures the 
same two commodities or lines. See Table V. 
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For the reasons just set forth the tendency of the scale of 
discounts in the two preceding tables to produce full-line forcing 
is very much less than that of the scale shown in Table III. As 
the latter contains no non-full-line forcing zones its employment 
tends to force an organization having requirements for two or 
more commodities to purchase them all from a single seller. 
There is no point along the entire scale where the spread between 
the minima for discount is sufficient to permit a purchaser to buy 
one commodity from one seller and another from a second or a 
part from each without paying a higher price as a result. In other 
words, the full line must be taken if the best discounts are to be 
obtained. 

Law IX.—The greater the extent to which demand factors 
force the regular purchasing and stocking of the goods of a par- 
ticular seller, the greater the tendency of quantity discounts to 
full-line forcing. 

This law as well as others involving full-line forcing presup- 
poses that buyers have requirements for two or more commodi- 
ties and that one or more sellers allow quantity discounts cover- 
ing both or all. If demand conditions are such that it is neces- 
sary for purchasers to buy regularly one of these commodities 
from a particular organization they will also tend to purchase all 
other commodities from the same organization subject to quali- 
fications with reference to the existence of non-full-line forcing 
zones in the discount scale. By so doing the buyer not only se- 
cures the commodity which he must have to meet the demands of 
his customers but also procures a lower price than he would ob- 
tain by splitting his order.*’ 

* Q.—“I will ask you whether or not, in your judgment, the sale by a 
cracker manufacturer of a variety of goods, which by reason of quality and ad- 
vertising and other causes had become very popular, would in connection with 
a cumulative discount system tend to increase the sale of the entire line of that 
manufacturer beyond the particular cracker that was extremely popular, as I de- 
scribed it to you?” .... 

A.—The witness: “I believe it would.” 

Q.—Please explain just why that would be so, Mr. Johnston?” 

A—“An article that has been so advertised as to create a large demand, 
widespread demand, would naturally be sold to a large per cent of the dealers. 
Now, if these dealers are obliged, in a way through advertising, to handle the ad- 
vertised product, and then the inducement of a special monthly cumulative trade 
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Law X.—The full line forcing tendency of cumulative dis- 
counts varies directly and that of non-cumulative discounts in- 
versely with the length of the cumulative period in comparison 
with the period for which buyers cover their requirements under 
a non-cumulative system. 

In the discussion of Law V it was shown that the frequency 
with which opportunities occurred for sellers to compete for the 
business of buyers was an important factor in determining the 
comparative degree of exclusive dealing under cumulative and 
non-cumulative discounts and that this in turn was determined 
by the length of the cumulative period in relation to the time for 
which buyers covered their requirements under a non-cumula- 
tive system. Without extended discussion it should be apparent 
that the same considerations affect the comparative full-line 
forcing tendencies of these two discount systems. 

If the length of the cumulative period coincides with that for 
which buyers would cover their requirements under non-cumula- 
tive discounts, sellers would have about the same number of op- 
portunities under each system to push in a full line. (This is not 
true, of course, of one who sells only one of the commodities 
which buyers require. Such a seller is not and in the nature of 
things cannot be on a footing of equality with purchasers having 
requirements for more than one commodity.) The lengthening 
of the cumulative period with reference to the buying period un- 
der a non-cumulative system, however, or vice versa tends to in- 
crease the respective full-line forcing tendencies of each system 
as compared with the other by creating a difference between 
them in the number of opportunities sellers have of competing 
for the business of buyers. This law, however, is subject to mod- 
ifications like the similar law governing exclusive dealing (Law 
V) and for substantially similar reasons. 

Law XI.—The full-line forcing tendency of cumulative dis- 
counts is greater than that of non-cumulative discounts. 


discount is offered to them on a graduated scale for all their purchases, they nat- 
urally having stocked the advertised goods, would buy the entire line, in order to 
qualify for as large a monthly quantity discount as they could secure.” Johnston 
(biscuit and cracker manufacturer), Record, Doc. 31, op. cit., pp. 604-5. 








SOME LAWS OF QUANTITY DISCOUNTS 425 


In the first place the development of hand-to-mouth buying 
has so reduced the length of the period for which goods are pur- 
chased under the non-cumulative system that the length of the 
cumulative period can always be expected to exceed that for 
which buyers purchase when the former system is employed 
(Law VI). The opportunities for sellers to compete for the buy- 
ers’ business, therefore, are fewer under the cumulative system 
and the tendency to full-line forcing greater. Secondly, the ty- 
ing tendency of cumulative discounts already referred to in con- 
nection with exclusive dealing (Law VI) lends support to the 
view that the full-line forcing tendency of cumulative discounts 
is greater than that of non-cumulative. 

When a purchaser comes into the market to buy a single 
commodity under a system of non-cumulative discounts it is 
quite immaterial to him that he has purchased another or other 
commodities from a particular seller. The fact that he has done 
so cannot affect the net price at which he purchases the single 
commodity and all sellers can compete on equal terms for his 
business. Under the cumulative system on the contrary a prior 
purchase of one or more commodities tends to assure the original 
seller that all subsequent purchases of other commodities will be 
made from him for the balance of the cumulative period. For 
example, let us assume the scale of discounts shown by Table I, 
and two sellers, X and Y, each selling both commodity L and 
commodity M. Assume further a buyer requiring normally in a 
30 day period $100 of L and $25 of M, who has bought these 
amounts from X. If before the close of the 30 days the buyer 
finds that he has miscalculated his requirements and that all of 
his stock of L or M is exhausted there is nothing in the non-cu- 
mulative system to prevent the purchase of the commodity he 
requires from either X or Y or for that matter from any of their 
competitors. In any case the net price which the buyer will ob- 
tain on his additional purchase will be the same regardless of 
from which seller he buys. 

Under the cumulative system, however, having already 
made his original purchase from X it is reasonably certain that 
his additional requirements of L or M will be bought also from 
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X since this will give him a discount of 10 per cent on his addi- 
tional purchase no matter how small it may be. If the purchase 
is sufficiently large, moreover, it might even lift him into the next 
higher discount class. 

It may be admitted that under non-cumulative discounts 
buyers will usually attempt to purchase two or more commodi- 
ties from one seller in one order with a view to procuring the 
largest discount deemed practicable in view of interest and other 
carrying charges (Law VI). Such combinations of commodities 
in a single purchase, however, are frequently impossible for a 
variety of reasons. As suggested in the illustration above buyers 
frequently underestimate their requirements for one or more ar- 
ticles usually bought in combination with the result that they are 
subsequently obliged to purchase an additional quantity of one 
of these commodities. No matter how competent a buyer may 
be in forecastine his requirements, moreover, unforeseen changes 
in the demand for or rate of turnover of one commodity as com- 
pared with another or others will likewise from time to time com- 
pel him to purchase only one of the full number of articles which 
he customarily combines in a single order. Or again, if one com- 
modity is highly perishable it will of necessity be bought fre- 
quently as compared with another or others and hence separate- 
ly at times. The same is true of commodities not carried in stock 
and bought or produced only upon orders received. 

W. H. S. STEVENS 


[To be concluded] 
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Corporation Profits. By LAWRENCE H. SLoan, Managing Edi- 
tor, Standard Statistics Co. New York: Harper & Bros., 
1929. Pp. ix+365. 

In this book have been summarized the results of a statistical and 
accounting study, based upon the financial reports of about 550 of the 
nation’s greatest industrial corporations, for the years 1926 and 1927. 

On the cover is a statement that the work is addressed to indi- 
vidual owners of corporate securities, in order to help them understand 
better the meaning of profit and the analysis of financial statements; 
to business men concerned with the financial condition of their own 
company; and to bankers who are analyzing financial statements in 
order to determine credit risks. 

Among the objectives are the following: 

1. To provide a unit of comparison which can be used by anyone 
having to analyze corporation statements. While it is well known that 
equally successful corporations, even in the same industry, may differ 
greatly with respect to a given ratio, or a given proportion of assets 
or liabilities in a particular form, it is felt that the averages secured by 
combining corresponding items from many statements might be used 
as starting-points, from which radical deviations might be measured. 

2. To provide a basis and incentive for explaining and analyzing 
individual deviations from the average. 

3. To suggest standards applicable to important lines of business 
activity. 

4. To explain why financial situations in different lines of busi- 
ness differ so widely from one another—to what extent such differ- 
ences are sound, and to what extent they are dangerous. 

The author has followed a method somewhat akin to that used by 
Wall and Bliss in their respective attempts to develop standard ratios. 
Composite balance sheets and income accounts were prepared by re- 
ducing these statements for the individual companies to comparable 
form, then adding corresponding items. This was done for each of the 
two years 1926 and 1927, and considerable space was given to a dis- 
cussion of reasons for differences found between these years. 

The statistical work seems to have been well done. One must not 
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hope for too much, however, from any attempt to establish standards 
by means of averages. One of the objectives mentioned above was that 
of preparing a unit of comparison for corporation statement analysis. 
It is questionable whether much is gained by using an average as a 
starting-point, since even radical deviations from an average may not 
be significant. In this connection it may be mentioned that no at- 
tempt is made to show that radical deviations from the average are 
likely to be associated with exceptionally profitable or unprofitable 
concerns. This is the point which has made previous studies in the field 
of standard ratios so unsatisfactory. 

It is further stated that standards applicable to important lines 
of business activity may be suggested by the method. No particular 
attempt has been made throughout the book to carry this suggestion 
into effect, and here again it is doubtful whether a business manager 
could safely use the averages derived, as standards for the operation 
of his own business. 

The work would not be very satisfactory to the student of theo- 
retical economics because the word “profit” is used in a purely ac- 
counting sense, and no attempt is made to distinguish between its com- 
ponent elements, such as rent, interest, pure profit, etc. As a result, 
any change in policy with respect to property ownership on the part of 
the corporations studied would greatly affect results obtained. 

The student of general welfare would also call attention to the 
fact that small corporations, partnerships, and individual proprietor- 
ships are omitted. 

The book falls a long way short of completely accomplishing the 
objectives suggested, but when the magnitude of these objectives is 
considered, and the difficulties in the way of their accomplishment are 
realized, it becomes apparent that too much must not be expected, and 
if these facts are kept in mind, the merits of Mr. Sloan’s work amply 
repay the reader for his time and effort. 

James Roy JACKSON 

St. Louis UNIVERSITY 


A Scientific Approach to Investment Management. By DwicHT 
C. Rose. New York: Harper & Bros., 1928. Pp. xiv-+439. 
$5.00. 

The author analyzes the investment policies and experience of the 
twenty-five largest fire insurance companies in the United States for 
the period 1905-27, and reviews the career of the Dow-Jones lists of 
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stocks and bonds from 1go1 to 1927. As may be surmised, both sets 
of data show that it would have been wiser to invest heavily in com- 
mon stocks, especially of industrials, rather than in bonds, in the early 
part of the century. Just why this constitutes a “scientific” approach 
to investment management is not clear. The author himself seems 
somewhat dubious of the matter when he asks, “But will the future be 
necessarily a repetition of the past?” (p. 169). 

In spite of the fact that the book hardly fulfils the promise of its 
title, it is a good piece of work. Statistical analysis is effectively em- 
ployed and the results couched in understandable terms. The author 
makes the point that the investor has not really made anything on his 
investment unless he has achieved a return higher than the riskless 
rent of capital, which he defines as a rate halfway between the yield 
on short-term government obligations and on prime commercial paper. 
He discusses a program for two classes of investors: 

1. Those primarily concerned with the maintenance and increase 
of the dollar value of principal and income (chiefly financial institu- 
tions). For this group he suggests long-term bonds and common 
stocks in about a 50:50 ratio. 

2. Those primarily concerned with the maintenance and increase 
of the purchasing power of principal and income (chiefly individual in- 
vestors, charitable and educational institutions, and investment 
trusts). For this group he is commendably cautious about advancing 
any set program, realizing the low batting averages of investment fore- 
casters. This group needs different investments at different times. 
Perhaps their best course, assuming they are not investment experts 
themselves, is to employ skilled investment counsel. The author, a 
member of a ‘irm of investment counselors, makes out a good case for 
this embryonic profession. But one wonders whether it is any solution 
for the problems of the man saving only $1,000 a year. 

One of the most interesting passages is a well-written prologue in 
which the point is made that investment banking-houses do not pay 
much attention to the interest of the investor. They really represent 
the corporation issuing the securities. They urge the investor to buy 
whatever they have on hand to sell, whether or not it is adapted to his 
particular condition. 

ALBERT S. KEISTER 


NortH CaroLtina COLLEGE FOR WOMEN 
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INDUSTRIAL SOCIETY 


By LEON CARROLL MARSHALL 


+ PartI. The Emergence of the 
Modern Order: The funda- 


This new edition, like the well-known original mental necessity for economic 
edition, deals with economics as a study of the organization; comparative 
ee f ind ‘al as types of economic organiza- 
structure and functioning of industrial society. tion; the emergence of the 
The economic order is presented not as some sepa- existing order; change in the 
rae listi tty b ope f developing economic order. 
rate and distinct entity but as a special aspect o $2.50, postpaid $2.60 


Part II. Production in the 
Modern Order: The natural 
background of production; cul- 


the general cultural scheme. 





Used together, the three parts of the new edi- ; 

? , F : tural background; power and 
tion constitute a comprehensive body of materials the machine; labor, enterprise, 
for the introductory course in economics. Part I and management. 

: ? : $3.50, postpaid $3.65 
may be used independently for courses in eco- Part III. The Co-ordination 
nomic history, Part II may be used independently of Specialists: The determina- 

s ue ‘ ¢ tion of value and price; co- 
for courses in production economics, and Part III ordination through the market 
for courses in value and distribution. for consumers’ goods, for funds, 

for labor, for enterprise and 
+ management. About $3.00 


Professor Marshall’s one-volume Readings in Industrial Society is still a 
standard text for shorter courses, $4.50, postpaid $4.65 
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A Textbook on Law and Business 
By WILLIAM H. SPENCER 


Dean of the School of Commerce and Administration 
The University of Chicago 


How far may one use another’s trade mark on non-competing goods? 

To what extent is a mercantile agency answerable for false statements in the 
financial ratings which it sends out concerning traders ? 

How far may a manufacturer by contract or other practices control the resale 
price of nationally advertised articles ? 

What is the liability of the manufacturer for defects in his goods when they pass 
through the hands of middlemen to the ultimate consumer ? 

Dean Spencer’s TEXTBOOK ON LAW AND BUSINESS introduces the bus- 


iness student to such questions as these—the law that the business student will 
encounter, and not the law that the lawyers talk about. 


The TEXTBOOK will be ready for inspection this summer. 
$6.00, postpaid $6.25 
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| industry, this book is far from being | 


Personnel and 
Labor Problems 
in the 
Packing Industry 


By 
ARTHUR H. CARVER 


Industrial Relations Department 
Swift and Company 


more completely than has been 
found elsewhere in published 
material a statement and evaluation 
of the elements of labor policy, and 
an account of the methods of pro- 
cedure that have proved to be of 
value to the packing industry. Mr. 
Carver in an unbiased manner de- 
scribes fully and discusses freely the 
more important methods of han- 
dling personnel and labor problems. 
Written entirely from the au- 
thor’s observation and experience in 


|: THIS book Mr. Carver gives 


a theoretical study of the subject. 
Mr. Carver emphasizes the futility 
of any forms of industrial relations 
activities which are not motivated 
by an absolutely sincere purpose on 
the part of management to give the 
employee a square deal, and which 
are not developed with due con- 
sideration of the employees’ psycho- 
logical reactions. 


$3.00, postpaid $3.10 
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BY-PRODUCTS 
IN 


THE PACKING 
INDUSTRY 


By 
RUDOLF A. CLEMEN 


e 


In no branch of American industry 
has a more significant and interesting 
development taken place than is offered 
by the ramifications of by-product man- 
ufacture in the packing industry. In his 
new book, Dr. Clemen describes and 
evaluates the entire field, discussing in 
detail products which are close to the 
everyday life of the American people, 
but about which the public has little 
accurate information. Through associa- 
tion with Armour’s Livestock Bureau, 
Dr. Clemen possesses a vast amount of 
technical knowledge concerning the proc- 
esses of manufacture, as well as the 
economic aspects of the by-products of 
meat packing, and he has here presented 
the economic and technical phases of the 
subject more thoroughly than has ever 
been done before. 


Hides and skins, wool and hair, soap, 
pharmaceuticals, fats and oils, glue, 
gelatin, and the whole range of by-prod- 
ucts from thyroid glands to tennis 
strings have been traced through the 
stages of their manufacture and dis- 
cussed from the economic point of view. 


$4.00, postpaid $4.15 
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Accounting Method 
By C. Rurus Rorem, Pu.D., C.P.A. 


Accounting as the science of measuring and interpreting business 
transactions. 

A tool for the administrative and social control of economic en- 
terprises. 

The material in this book was tested for seven quarters before 
publication, in Professor Rorem’s classes and in those of six other 
professors of the University of Chicago. Its divisions deal with 
(1) the réle of accounting in modern life, (2) double-entry ac- 
counting, (3) accounting valuation, (4) interpretation of ac- 
counting. 

“A book from competent hands, both expert and practical.” “Aimed 


at improving business methods at the source.” —Commercial and Fi- 
nancial Chronical. 


$4.50, postpaid $4.65 





Packinghouse Accounting 


Prepared by the Committee on Accounting of the Institute of 
American Meat Packers 


Revised and edited by Howarp C. GREER 


The accounting principles and methods followed in a large and 
complex industry, the unique and ingenious devices which have 
been developed for obtaining and presenting managerial infor- 
mation, are now documented with something approaching com- 
pleteness for the first time. 

The book’s three sections discuss (1) general accounting prob- 
lems peculiarly associated with the packing industry, (2) the 
industrial operations of packing, and (3) expenses and inancial 
statements, viewed functionally. 


$400, postpaid $4.15 
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